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THE COURSE AND PHASES 
OF THE WORLD ECONOMIC DEPRESSION 


PREFACE. 

The report contained in the following pages has been prepared 
in the circumstances described below by Professor Ohlin, of 
Stockholm University. The work was undertaken as a result of 
a resolution adopted by the Eleventh Assembly calling for 
“ a study of the course and phases of the present depression and 
the circumstances which led up to it ”. 

In -its . report dated September 29th, 1930, the Second 
Commission of the Eleventh Assembly drew special attention to 
this question in the following terms 1 : 

“ When we consider the magnitude of the losses from 
which the world suffers during a period of economic stagnation 
similar to that through which the world is now passing, it 
is impossible not to be impressed by the almost absolute 
failure of society up to the present to devise any means by 
which such disasters may be averted. The Committee felt 
> that this problem was one which imperatively demanded 
co-ordinated and concerted study, and recommends, therefore, 
in a separate resolution, that the facts and special character- 
istics of the present depression should be ascertained and 
carefully sifted with the aid of work already done by national 
research institutions. ” 

As a result of this report, the Assembly, on October 2nd, 
adopted the following resolution : 

“(16) The Assembly, impressed by the seriousness of 
the present situation, by the general recession of employment 
and trade, by the constant recurrence of such periods of 
economic depression and the failure up to the present to 
discover any concerted means for averting the losses incurred, 
resolves that the Economic and Financial Organisation of 
the League, which has already been studying the causes of 
fluctuations in the purchasing power of gold and their effect 


Document A.79.1930.II. 
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upon the economic life of the nation*, should undertake the 
study or the course and phases or the present depression and 
the circumstances which led up to >t, and for this Purpose d 
should collect the information compiled by institutions 
already in existence in different countries, centralise such 
information and, where necessary, fill up any gaps that 

CXIS . t 'For this purpose, the Economic Organisation, advised 
bv m particular. the Economic Consultative Committee, 
should put itself in touch with national organisations, whether 
consultative or planning councils or research institutions 
concerned with this matter. ” 


In execution of this resolution it was decided, after consultation 
with the Economic Committee and the Financial Committees while 
utilising the services of the Economic Intelligence Semite ol 
the League to the fullest possible extent, to supplement the 
existing stall by a small additional personnel and to place the 


existing staft by a small additional personnel and to place t 
whole enquiry under the immediate supervision of Professor 
Olilin. In the autumn of last year previous to this appointment, 
the present Director of the Financial Section made a short tour 
of certain European countries with a view to getting into personal 
contact with some of the economic councils and research institu- 
tions which are referred to in the resolution of the Assembly. 
At the beginning of March last and again in duly, meetings were 
held at Geneva ol experts from these councils and institutions, 
among whom was a representative of the United States Committee 
on Decent Economic Changes*. 

At the first meeting a skeleton schedule ol the present report 
was submitted Tor consideration and criticism. A shorter skeleton 
schedule was also agreed by the meeting as a basis for memoranda 
which the majority of the organisations represented were good 
enough to undertake to draw up and which, like the Government 
memoranda mentioned below, have proved of the greatest value 
in the preparation of tliis reporL At the second meeting, a draft 
of certain sections of this report was discussed and an exchange 
of views on a number of technical points took place. 

A letter addressed to Governments informing them of the 
instructions which the Economic and Financial Organisation 
had received and asking them to submit any memoranda 
or documentation which they might consider useful for tl 
12S? °i th “ W* y circulated soon alter the Assembly 

of 1930 ; the skeleton schedule used for economic councils and 
research institutes was also sent later to certain^ (SSeS? 


‘ A ,W ,h<s * ****** ‘heir representatives Is annexed - 
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In response to these letters, memoranda were received from 
the Governments of Bulgaria, Netherlands Indies, Estonia, 
Latvia, Portugal, Roumania, Sweden and Yugoslavia. A report 
on the economic depression in Japan was prepared by the Tokio 
Office of the League. 

In accordance with the instructions of the Assembly, the 
author of the present volume, Professor Ohlin, to whom the 
Financial Organisation of the League entrusted the general 
responsibility for the preparation of the material upon which 
it is based, has worked in collaboration with the International 
Labour Office and the International Institute of Agriculture, 
which have furnished him with information and data relating 
to the subjects with which they are concerned. Unfortunately, 
owing to the postponement of the meeting of the Economic 
Consultative Committee and the desirability of preparing the 
report in time to submit to the present Assembly, it has proved 
impossible to consult that Committee as the Eleventh Assembly 
had intended. 

A. Loveday. 

September 1931. 

Financial Section and 

Economic Intelligence Service, 

League of Nations, Geneva. 


Annex to Preface. 

List of the Institutions represented at the Meetings of 
Representatives of Economic Advisory Councils and 
Economic Research Institutes held at Geneva on 
March 2nd - 4th and July 2nd - 4th, 1931, and of their 
Representatives. 

Those marked with an asterisk submitted memoranda. 

1 .* Austria-: Oesterreichisclies In stitut fiir Konj unkturforschung — 
Dr. Fr. A. Hayek, Director, 

Dr. O. Morgenstern. 

2.*Belgium : (1) Conseil economique de Belgique, 

(2) Institut des Sciences economiques, Louvain — 
both represented by Professor Leon Dupriez. 
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3.* Czechoslovakia: Porndni sbor pro otazky hospodarske (Eco- 
nomic Advisory Council) — . . , 

Dr. A. Bnscli. Director of the Division of 
Research, National Bank of Czccho- 
slosakia. 

V ‘Denmark : Institutet (or Historic og Samfundskonomi 
(Institute (or History and Economic Science) — 
Dr, Jorge tt Pedersen. 

3.* Finland : Economic Advisory Council — 

Dr. Bruno Suviranta, Director of the Division of 
Research. Bank of Finland. Secretary-General 
to the Council. 


0.* France * (1) Con«eil national econominue — 

M. Cahen-Sahador. consciller d'Etat, secretaire 
general du Conseil. 

(2) Institut deStatistiquederUniwrsitii tie Paris — 
M. L. March, direetcur. 


7 .‘Germany : (1) Reichsvrirtschattsrat, 

(2) Institut fur Konjunkturlon-chimg — 

bo Ut represented by Prof. Dr. Ernst Wagemann, 
Dirvktor Dr- Uramstedt, 
Dr. \Y. Bauer. 


8. *Hungnry : Hungarian Institute lor Economic Research — 

Dr. Stephen Varga, Director. 

9. * Italy :(l)Consiglio nazionale delle corporazioiu — 

Professor Giao Arias, Member of the Council, 
M. Ernesto Santoro. Minister© delle Corporazioni. 
(2) Instituto Statistica della R. Univenita degli Studi 
di Roma — 

Professor C. Gini, Director. 


10.* Netherlands : (1) Commission on Economic Policy — 
^. ro ! cs ! or Dr * G - M - Verrijn Stuart. 

(2) Nederlandsch Economisch Institut — 
Dr. W. L. Valk. 

11. -I-ctod ; Institute tor Economic nerar c h _ 

Professor E. UpinslJ, Director. 

12. Portugal: Conselho do Commcreio Extcrao — 

rToiessor Moses Bensahat \m2nV>t , 
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r^cio dc la economja nl Ministry 

13.*Spain : C? n S j “ Aimansa, Statical u I 

M - ot Labour Miuis try of Econonucs. 

Dr . Bermudez Cancu,, u __ 

m Economic Advisory Toint Secretary. 

14 *United Kingdom a Hendem.^ Econoro ic 

(2lLo ndon . a 

' TH^stham, Secretary, 

Q L. Schwartz. 

M L Rpoent Economic 

15. United States ot America: 

' Mr.R-lUHaas. 

16 . Empire Marketing McDougall- 

• i Chamber ot Commerce — 

17. International Cham ^ Qwen j 0 nes, 

iSS is. *' 

KSBssae" 

«• ^ernational lnst ^|aL||o ^ 



Chapter I. 


REVIEW OF POST-WAR ECONOMIC DEVELOPMENT 
BEFORE THE PRESENT DEPRESSION. 


A. Production and Trade. 

The war and subsequent changes and disturbances profoundly 
affected the economic structure and activity of the world. In 
Europe, wealth was destroyed on an unprecedented scale ; 
plant in excess of normal requirements was constructed in a 
number of industries to meet the special needs of warfare ; mone- 
tary systems were disorganised and public debts enormously 
increased ; the accumulation of capital was checked by inflation ; 
Russia completely changed her economic and social system ; 
and new territorial divisions were created. In other continents, 
the area under cultivation of the principal food crops was rapidly 
increased ; new industries were built up by countries which were 
formerly markets for European products ; and the United States 
of America, from being a debtor, became a great creditor nation. 
As between all countries, free intercourse was long subject to 
legal restrictions. 

From the end of The war until 1929, there was a continuous, 
though laborious, process of reconstiuction and consolidation 
under these new conditions. The world’s productive and com- 
mercial activities increased rapidly ; but this progress was by 
no means easy or uniform and complete readjustment of pro- 
duction and trade to changing demand was not attained. 

Though the details concerning the development of production 
and trade in this period may be scanty, the important tendencies 
emerge clearly enough. It is possible to measure roughly the 
quantitative changes in the production of basic foodstuffs and 
raw materials in practically all countries of the world, except 



China. 11 is possible l« vstun al« th** growth ol lh^ Iota 1 oulpuj 
of mintng and manufacturing industries from the nJllon.J 
indices of production for a number of leading and rcprcM-ntativ* 
countries. Moreover, the development in the mjrmtum of wr>r) J 
trade mav be roughly measured by adjusting the data relating 
to the value of trade to the general movement of f*nc<-v 

it will be convenient to consider line fly. first, the major 
chances which took place in the production and trade of the 
different continental groups between 1013 and the earlier post-war 
years np to 1025. and. smmdly, the similar changes hitmen 
1925 and 1929. According to the available indicts, the total 
world output of raw materials and foodstuffs in 1925 had increased 
mote rapidly since 1913 than world population. Output increased 
by 16 per cent, population hy C per cent. Tims the aggregate 
destruction of wealth caused by the war had turn made good ; 
and the world as a whole was already in these tears richer than 
before the war. 

But, while the aggregate production of wealth had rather 
rapidly reached and passed the pre-war level, several important 
consequences of the war remained and were consolidated. The 
production of foodstuffs increased at a considerably lower rate 
than tJiat o / industrial raw materials ; and it is', <>[ course, 
natural that, as wealth increases, a gradually diminishing pro- 
portion of income should be spent on food. Taking the world 
production of foodstuffs in tin* period 1909-1913 as 100, in the 
years 1923-1925 it averaged about 100, while the world index, 
of raw material production, on the base ol 1913, stood, tor thc*e 
three years, at 113, 119 and 130. and it is probable that the 
output of the manufacturing industries increased even more. 

Another striking result ol the development which took place 
m this period was the difference between the situation of Europe 
and other continents. Europe suffered in the year* immediately 
following the war both from the destruction of her industrial 
equipment and labour force and from unstable conditions. Her 
production did not reach the pre-war level until 1925. Oceania 
mid Asia bad increased their production between 1913 a nd 1925 

oL \ rl£? JKn ' ’ NorU ‘ America b ? a ff unrtor and South America 
and Africa still more. Every continent, except Europe, produced 
more per head of population. The centre of gravity of the world’s 

rafts? to am ’— *■ »»="■ 


e Memorandum on PeoJuetior 
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Tabic L — Indices of Production (md Trade, 1925. 
(1913 = 100) 



Population 

Production 1 j 
A B | 

1 Quantum 
of Trade 

Europe 

101 

102 

103 i 

91 

North America 

119 

120 

127 

139 

Rest of World 

106 

124 

130 

! 126 

World 

106 

116 

118 

! 107 

; 


The volume of world trade had increased less than production ; 
in other words, a smaller percentage of goods produced entered 
into international trade than before the war. Moreover, while 
Europe’s production of these crude products exceeded the 1913 
level in 1925, her total trade was 9 per cent, and her exports 
were 14 per cent, below the pre-war level. 

The year 1925 marks in some respects a turning-point in 
post-war economic developments. Europe’s production probably 
reached the pre-war level in this year ; and the quantum of 
world trade was for the first time greater than in 1913. In 
general, economic conditions, in their effect on production, trade 
and finance, had become far more stable. The adjustment which 
had taken place laid the foundation for a striking economic 
progress in the quinquennium 1925-1929, which is illustrated 
by the chart on the following page (Chart 1). While the 
population of the world increased at ah average annual rate of 
about 1 per cent, its aggregate production of crude products 
increased by 2.6 per cent, and its total trade by 4.4 per cent. 

The main impetus to economic activitj' after 1925 came from 
an extraordinary advance in industrial technique and manage- 
ment — “ rationalisation ” in agriculture as well as in the 
manufacturing industries. Equally important, perhaps, was the 
improvement in the means of communication and transit due to 
the increased use of motor-vehicles and electricity. Finally, almost 
all countries gradually stabilised their currencies ; and interna- 
tional lending on a commercial basis reached large dimensions. 

This progress was of course far from being either genera] or 
uniform. It was much more vigorous in Europe than in other 
continents. - The aggregate production of crude products in 
Europe advanced by nearly 4 y 2 per cent per annum, while the 


1 Foodstuffs and raw materials : 

A. Weighted according to 1928 values. 

B. Weighted according to 1913 values. 
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average annual increase in all other continents taken together 
was less than 2% P er cent. Even these figures understate the 
case ; for, in the basic year 1925, the European harvests 
happened to be exceptionally good. Thus, by 1929 Europe 
had recovered the ground lost in preceding years and the 
pre-war equilibrium between Europe and the rest of the world 
had been very largely restored. 

The rising figures for other continental groups represent 
normal advance rather than recovery. The peak of productive 
activity was reached in 1928 in North and Latin America and 
also in Oceania, their levels being respectively 7, 11 and 
15 per cent above 1925. In America, the drop in 1929 was entirely 
due to unfavourable harvests ; the production of raw mate- 
rials continued to advance even in that year. The net increase 
in North America, where a comparatively high level of production 
was reached by 1925, was less in the quinquennium ending 1929 
than in other continents. 

The tendency, noted above, for the production of foodstuffs 
to lag behind the output of industrial raw materials persisted. 
The average, annual advance over the period under review was 
only 1.2 per cent, whereas the production of raw materials 
advanced continuously at the rate of 4.7 per cent per annum. 
Thus it is the output of industrial raw materials which accounts 
for the great progress made in these years. 

Such statistical information as is available suggests that the 
manufacturing industries progressed more rapidly than the 
production of raw materials during the period 1925-1929. The 
available indices of production are given below L They are 
compiled by varying methods and are not strictly comparable 
as between the different countries. 


Table II. — National Indices of Industrial Production. 
(Base : 1925 = 100). 


Countries 

1926 

1927 

1928 ! 

' 1929 

France 

116 

102 

119 

130 

Germany 

95 

120 

120 

122 

Poland 

98 

123 

138 

138 

Sweden 

103 

108 

104 

127 

United Kingdom 

77 

111 

105 

113 

U. S. S. R 

139 

104 

198 

223 

Canada 

117 

125 

138 

154 

Untied Stales 

104 

102 

107 

114 


1 For sources and details, sec the Statistical Year-Book of the League of Nations , 
1930-31 and lire Memorandum on Production and Trade, 1925-1929/30. 
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The progress recorded in the years tinder review was cli . 
confined to industries manufacturing capital goods ana c 
sumption goods of a new kind and of a higher grade. „ 

The remarkable growth in the output of iron by some 
per cent and of steel by about 33 per cent reflects vigorous ac 
vity in all the mechanical industries. The engineering trades, do 
mechanical and electrical, increased their output by over a nan- 
The manufacture of motor-cars rose by 29 per cent and tu 
number of ships launched increased nearly as much, although 
the shipyards of certain countries were not fully occupied. The 
rapid technological change is illustrated by the fact that motor- 
ships accounted for 44 per cent of the total tonnage launched 
in 1929 as compared with 14 per cent in 1923. 

The great increase in the motor-car industry gave a 
powerful stimulus to the rubber manufacturing trade, which 
increased its output by 40 per cent. The out put of heavy chemicals 
advanced by at least a third. The advance in the timber os 
well as the paper and printing, industries, although smaller, W3 S 
still considerable — about a quarter. . 

Far-reaching changes took place in the technique of heating 
and generating power. These were detrimental to the coal 


trade. In no other major industry was so little progress made 
before 1928 : the inrren«P of ft 


before 1928 ; the increase of 6 per cent in the output of coal 
and lignite in 1929 was quite cxcepUonal and larger than in 


the five preceding years taken together. The production of 
'™? c Petroleum increased between 1925 and 1929 by 39 per 
T ™ ,s uninterrupted advance was excessive ' and the 


Then S rnl-ih l w. e tK UnUC j S ^ ,cs reachttl unprecedented figures, 
.u firo^lh m the production of electrical energy was still greater : 


,C The a t n «tKJf f Umatert some 50 per cent in four years. 
JZMStZ&S 3 *' as a wh0,e - “swell as the leather and 






products. The net advaniSu* m thc demand for finished 

from 1925 to 1929 was oMvR hC ° utpu . 1 of textile raw materials 
increase proved too ranid ^ '• and even this rate of 


aim weaving — made linU r.Z ~ cotlon spinning 

exporters of cotton goods were Jllve^f' '“ding European 

competing J industries m ‘ ' “P*” 1 ®!!' 


ixpansio: 

Japan — and, later, by the r«W,| CQUn u ies - ~ Particularly in 
America and the Far East. Th^ d v .l , “ r , chas ’ I 'R power of South 


could not continue to absorb J^ 00 - lcn and worsted trades 
coming on to the market and tL ,w M ? 8 “PPUw of raw wool, 
was arrested. The flax and hemn i^n ,0pmcnt ot the industry' 
the lescl of 1925. . p lrade * were n»i.u . ■ 


e unable to maintaiu 
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The silk industry, on the other hand, showed considerable 
activity and the artificial silk industry continued to gain ground 
from the older textile trades. Indeed, the output of artificial 
silk increased between 1925 and 1929 by some 133 per cent. 
Its relative importance in the whole group of textile industries 
is still, however, small. 

International trade increased more rapidly in 1925-1929 
than in 1923-1925 ; and, as contrasted with preceding years, 
the increase in world trade (19 %) outran the increase in pro- 
duction (11 %). Europe, with an increase of no less than 22 per 
cent, regained her pre-war position. As prosperity increased, 
the demand for foreign products and particularly for industrial 
goods rose. Above all, the trade in manufactured articles 
underwent a remarkable expansion. The re-organisation of 
industry in Europe and industrial development in other parts 
of the world caused considerable capital movements, especially 
in 1927 and 1928, and these, in turn, provided a great stimulus 
to international trade. In spite of restrictions on the supply 
in a number of countries which normally export capital, and 
a heavy fall in prices, there was a further increase in international 
trade in 1929. 


B. Changes in Demand. 

During the period under consideration, profound changes 
in the structure of demand were taking place and were calling 
to an exceptional degree for a corresponding adaptation in the 
productive system. Slow changes in tastes and habits are no 
new phenomena, and in the past — more especially in periods 
of prosperity — new demands have arisen and the relative 
strength of old demands has shifted. But the intensity of 
Certain of the recent changes has been peculiar. This is partly 
due to the influence of certain new commodities like the motor-car 
on conditions of life, but mainly.it is the result of the unpreceden- 
ted increase of productive activity in many parts of the world, 
bringing in its train an unprecedented increase in income. In 
certain countries, State education and social insurance — against 
unemployment, sickness, and old age — have had the effect of 
diverting a part of national income from investment to con- 
sumption. Again, the proportion of persons gainfully employed 
has been rising. In many parts of the world the striking fall 
in the ratio Of children to total population and the increased 
employment of women in industry has led to a larger growth 
in family incomes than is shown by statistics of wages and 
incomes per head. And, if the first of these factors has affected 
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more especially the well-to-do classes of society, the influence 
of the second lias been largely confined to the wage-earners, 
whose changing st. 1 nd. 11 ds of living have been largely responsible 
for U)i‘ changes in relative total demands. 

The change m the age-distribution has been most pronounced 
in Europe. In Germany, children under 15 years of age consti- 
luled 31 per rent of total population in 1910 and only 25.8 
in i (fill in 1925. In England and Wales, the corresponding 
pen-ullage was 30.7 in 1911 and 27.8 in 1921 and is estimated 
to have dropped lo 25 by the middle of 1928. In many other 
European countries — and more especially in industrial countries 
— a similar tendency may be observed. Such distinct movement 
cannot be observed for oilier continents from the results of the 
1910-11 and 1920-21 censuses; but from the annual figures 
for births and deaths m the last decade it may be safely inferred 
that, in North America and Oreanin at all events, a similar 


process has begun. 

Tims, income available for expenditure on objects other 
than the primary necessities of life lias been growing rapidly. 
Taste and leisure have .been indulged and the oiler of novel 
products, which enhance the comforts and amenities of life, 
lias met with a ready response on the part of the consumer. The 
diet of the Western countries is becoming lighter nml more 
varied, more expensive, more adapted to the needs of a society 
in which manual labour is diminishing in importance. There 
has been a rclithe decline in the world consumption of cereals 
and a heavy growth m that of fruit, dairy products and some 
of tin “colonial goods”. Cotton and wool have been giving 
place to silk mid artificial silk. Lighter and finer clothing is 
now required. Motor-cars, wireless sets, gramophones, electric, 
appliances of all sorts, creating and satisfying new demands, lowe 
gradually permeated the world's markets. 

Hut such generalisations as these naturally require many 
qualifications, in countries m which Wcstcm'customs do not 
prevail or in which the conditions mentioned above have been 
whotl} «>r largely absent, indications of change are either ineon- 
ilusive or else point to a different movement. The conclusions 
set forth above do not apply to the years of reconstruction 
immediately following the war. In certain countries Ger- 
many. Austria -- in which a large proportion of the popu- 
lation was living under starvation conditions at the end 
or the war, economic recovery was at first accompanied bv a 
heavy rtse m th c demand for the prime neressilios of life. Hut 
later (tie desclnjmient in these countries seems to have l>cai in 
V“" e 'hmctmn as elsewhere in Eurojic. The changes have 
n Shifts in the relative demand for certain 

f (Muffs winch profoundly modified the condition of various 



branches of agriculture did not obtain over a large part of the 
globe. 

What is of importance, however, is not that demand failed 
to change uniformly in all countries, whatever conditions prevailed, 
but that broadly similar conditions in a large number of countries 
did lead to certain extraordinarily uniform changes in consumption 
and that these changes were calling for a constant re-adaptation 
of the world’s productive system. 

* 

* si- 

Total food consumption per head is highly inelastic. In 
the United States and the United Kingdom, the average con- 
sumption of food per head, by weight and by calory, was very 
little higher three or four years ago than in the years before 
the war. When physiological needs for food have been fully 
satisfied, not more food but a greater variety and finer qualities 
of food are required. But habits of diet alter slowly and the 
changes in relative demand for different foodstuffs noticeable 
since the war had, to a considerable extent, begun to opera U 
long before. Secular movements, in many countries checked 
or arrested by the war, resumed their normal course or were 
accelerated. This is particularly true of wheat. In the United 
Stales, the per capita consumption of wheat flour has long been 
declining, as the following figures show 1 : 

1880 1899 1909 1919 1929 

Wheat-flour consumption 

per head in the U.S.A. 

(in lbs) 223.9 222.2 209.7 195.4 175.2 

It is estimated 2 that the consumption of wheat per head 
(excluding quantities necessary for sowing) in the world as a 
whole fell about 4 per ceni from the last years before the war 
to the period 1925-1930. The increased consumption of bread 
in certain Asiatic and African countries, and the gradual subs- 
titution of wheat for rye bread in many parts of Central and 
Eastern Europe, have been more than offset by the very striking 
fall in Western Europe, Oceania and the American continent. 

Some of the major changes in the position of other foodstuffs 
may also be briefly indicated. The world production of meat 
was by 1927 over 15 per cent and by 1923 over 20 per cent 
above the 1913 level. World population had risen by 
about 10 per cent in the same period. The consumption of 


1 rifurev jiuMKIuhI by the I'mted Stsitt, Department of Commerce. 

! l .farm- rtf Nothin'. ; /!f/J0V 0 / l!-./- Economic CrnnrtltUc on 1h* AgriciiHtirat 
critic n‘.n. 



meat has of course not increased uniformly in all countries. 
In the i'mlcd States, something approaching saturation point 
appears to have been reached, for there was a steady decline 
per capita between 1921 and 192S. On the other hand, m certain 
European countries, where meal consumption was heavily 
reduced during anil immediately alter the war. there has since 
been a rapid return to approximately the old demand. In 
SwitziTbnd, for example, meat consumption per head fell from 
42 kilos m 1913 to 25 in 1921. It rose uninterruptedly to -11 
kilos per head in 1929. This factor — the return to old habits 
of consumption after the war — has been of considerable 
importance. The huge increase in German imports of coffee anil 
cocoa after 1920 was obviously of a different order from the 
corresponding increase in demand in the United States. It 
gave no necessary indication of a long-time trend in the change 
of demand. 

For the United Kingdom, detailed figures are available which 
show the changes in consumption per head from 1913 to 1923. 
The increase for animal foods is striking. Fruits, tea and tobacco 
were also consumed in much larger quantity than before the 
war, while the consumption of beer declined almost to half 
its pre-war figure. For potatoes and sugar the change was 
insignificant. 


, Table III . — Home Consumption per Head in the United Kingdom.* 
(Lbs.) 



1913 

1P2S 


1913 

IMS 

Butter .... 

9.9 

11.6 

Beet 

oo *> 

33.1 

Margarine . . 

3.7 

2.7 


13.7 

23.1 

Cheese . . . 

5-5 

7.3 

Tea 



Coffee .... 

0.6 

0.77 




Eggs (number) 
Dried Fruit . 

3G 

4.8 

69 

6.1 

Beer (gallons) , 

27.9 

16.2 


The scanty information available for other countries gives 
evidence of a similar tendency. The consumption of milk, 
fruit and vegetables seems to have risen continuously in the 
United States. 

Contrary to the development in the United Kingdom, mar- 
£?""* wnsuniption seems to be growing in certain countries, 
as shown by the following figures : 


In t? r tbt VnlUi 

in 19.S, only Including North?™ Jrrfaitd 


In 19U tncl-ldlng Ireland ; 
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Table IV. — Consumption of Margarine. 

1013 1926 192R 

U. S. A. (lbs) 1.45 2.12 2.46 

Denmark (kgs) 15.6 20.7 22.0 

It is worth noticing that tiic rise in the consumption of mar- 
garine in Denmark and its high level have been accompanied 
by a decline in the consumption of butter, in spite of a consider- 
able improvement in the standard of living. 

The market for coffee has expanded comparatively slowly 
since the war. On the other hand, the world consumption of 
sugar has risen dramatically by 70 per cent between 1920-21 
and 1928-29. There was a rise in per capita consumption in 
almost all countries — 17 per cent in Denmark between 1923 
and 1928, nearly 20 per cent in the United States between 1919 
and 1927. The consumption of cocoa has also been growing. 
Imports of crude cocoa into the United States rose from 64,300 
metric tons in 1910-14 to 156,000 in 1922 and 230,000 in 1929. 
The habit of eating and drinking chocolate has, of course, 
been enormously extended. 

In many parts of the world — especially in America and 
Western Europe — there has been a pronounced shift in demand 
away from those foodstuffs which require much preparation at 
home. Canned products, ready-cooked meats and vegetables 
are being eaten far more even than ten years ago. 

An examination of the demand for industrial products shows 
that it is the huge growth in the consumption of these products 
generally, and not changes in the relative demand for various 
kinds, which is most striking. Rising incomes mean that a decli- 
ning percentage is spent on food and an increasing proportion 
on other commodities. Moreover, habits of consumption have 
been revolutionised by the introduction of certain recent inventions 
— motor-cars, the aeroplane, wireless, gramophones, cinemas, 
etc. This revolution, which has affected to a greater or less 
extent all classes of society in all parts of the world, is one of the 
outstanding phenomena in the social history of the decade 
preceding the present depression. Only some very brief indica- 
tions of the growth in the demand for these new industrial products 
can be given here. 

Motor-cars, excluding lorries, registered in the United States 
rose between 1919 and 1928 from about 7 to 21.4 millions and in 
the United Kingdom from 260,000 to 99S,000. The total number 
of cars in the continent of Africa rose from 189,000 at the end of 
1926 to 347,000 at the end of 1929. In Asia, the corresponding 
relative increase was almost identical. In the United States, 
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there were 60,000 wireless sets in me at the beginning ot 1022 
and 7,500,000 six yean later ; a similar increase has occurred 
in other countries as seen tram the [allowing table : 


Table V. — Number o/ (Indio Scfs. 1 
(000's omitletl) 



mi 

19TJ 

MW IWt 


. . 500 

2,000 

3,822 

Great Britain 

. . 1,100 

2.500 

3.731 

Italy .... 

— 

•11 





200 

55-1 


. . 65 

2G0 

329 

Japan .... 

. . 5 

258 



The construction of residential buildings, meeting the demand 
for bathrooms and modem household appliances, has been 
proceeding apace. The value of electrical household appliance* 
produced in the United States in 191 1 was loss than $ .1,500,000. 
By 1927 it had risen to $77,500,000. 

Amusements, intellectual and other, and sport absorb more 
and more ot the time and money ol the community and a number 
ol industries — manufacturing articles o[ sport, publishing, 
building, the cinema — have prospered greatly thereby. North- 
American and European films have penetrated to all parts of 
the world. 

Almost all consumers’ industries have felt the influence ol 
increased demand in the period under consideration; but there 
have been certain important exceptions. The staple textiles liave 
been seriously depressed ; cotton and wool have lost ground to 
silk and artificial silk. In the cotton and word industries, those 
sections which produce medium' and cheap-quality goods have 
been the most seriously afTected. The relative development of 
the production ol these industries has been briefly touched 
upon in the last section. 

While the consumption of cigarettes has increased enormously 
in all parts of the world, the demand for cigars and pipe tobacco 
has in genera! declined. The production of cigarettes increased 
by 50 per cent in the United States between (919 and 1925, 
that of cigars and pipe tobacco fell 8 and 13 per cent respectively. 
Similar charges ore recorded elsewhere. 

The above observations on the changes in demand in the 
post-war period iead to the conclusion that not only were 


Vn‘M Inttrrationalt it Radi^ilfiaiign. Geneva. Nearest census 
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the changes very considerable, but a large part of the new demand 
was much less stable than the old. The satisfaction of more 
secondary needs had come to play a much larger role than before 
the war, and the character of these needs and the goods and 
services required to satisfy them are likely to shift more easily. 
Hence, the task of balancing consumption and productive 
capacity would appear to have been more difficult than before 
the war ; and it is probable that some maladjustments from 
this source existed in 1928 and 1929 (compare Chapter II). 


C. Financial Conditions. 

1. Monetary Systems and Capital Markets. 

After the war, the currency systems of the world were seriously 
disorganised and unable to stand the severe strain resulting 
from the financial difficulties which prevailed during the 
first years of peace. Hence, price levels and exchange rates 
fluctuated violently everywhere. A very serious decline in 
wholesale prices in 1920-21, which appears to have started in 
Japan, spread to all those countries which were trying to maintain 
a more or less fixed exchange rate on the dollar. In other coun- 
tries, a continuous policy of inflation was pursued and the value 
of their currencies in terms of dollars declined rapidly. Finland 
alone chose an intermediate policy of maintaining a relative 
stability in internal purchasing power while abandoning 
the stability of the currency in terms of foreign exchange. Its 
wholesale price level has remained almost unchanged since 1920. 

Gradually, however, conditions became more settled. Ex- 
change fluctuations became less violent, as is shown in the follow- 
ing table which shows in how many of the thirty-six countries 
considered the difference between the lowest and highest quota- 
tion of the dollar was not over 10 or 20 per cent of the lowest 
quotation : 

Table VI. — Fluctuations of the Dollar Exchange J 


Year Not over Not over 

10 per cent 20 per cent 

- 1921 1 country 6 countries 

1922 8 countries 15 » 

1923 11 » 15 » 

1924 12 » 22 » 

1925 21 » 26 a 


5 Source : Memorandum on Currency and Central Banks, 1913-192*1 and 1913-1925. 
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After 1922. the dollar exchange was kept relatively stable in 
several countries, and two years later the gold standard was 
introduced in Sweden and the gold exchange standard m some 
other countries. A large number ol others followed the example 
of the United Kingdom in 1925 and returned to the gold standard, 
or carried out a de (ado stabilisation or their currencies in relation 
to gold. 

in Central Europe, inflation had proceeded much more 
rapidly than elsewhere. In some of these countries, the 
currencies had lost practically all their value. The whole 
of their economic life was dominated by this fact. Thus any 
re-organisation of their monetary systems was extremely difficult. 
With the assistance of the League of Nations such a re*organi- 
sation was, however, carried out successfully in Austria os 
early as 1922, and in Hungary in 1921. The stabilisation of 
the German currency in 1923-21 was accompanied by the 
drawing-up of a plan — the Dawes Plan — for a reparation 
settlement. An international Joan of SOO million marks, floated 
successfully in the autumn of 1921 on the basis of the plan, 
was an outstanding event in post-war financial progress. 

After 1925, currencies were kept fairly stable, even in coun- 
tries where the currency had not been legally stabilised on 
gold. But in Belgium, France and Poland inflation continued, 
and the currency depredated. Here also the next two years 
saw a re-organisation of the monetary systems, following upon 
drastic financial reforms which turned deficits in the public 
finances into surpluses and thus reduced the Governmental 
demand for advances from central banks. France and Belgium 
chose to return to the gold standard on a basis which did not 
make a deflation of their domestic prices necessary. Their indus- 
tries thus escaped the hardships of deflation, whereas industries m 
Italy, Denmark and Norway had once more to face the difficulties 
which they had encountered during the period of deflation in 
1920-21. The various ways in which the return to the gold 
standard was carried out exercised considerable influence in 
subsequent years upon the economic fife of the countries concerned. 
As the most important South-American countries stabilised 
their currencies at about the same time as France, the great 
majority of the world's monetary systems had been restored to 
order by 1928. Even in countries like Spain, where a paper 
standard stall prevailed, that year marked a comparatively 
qmet period, without important currency disturbances. 

fv 10 horiceabfe faefor in post-war monetary development, 
which wall be dealt with later, was that gold was almost conti- 

V«“i927 m“d l t !mi, Ulli V? StJ,, ' s ’ Heraa S™- I™™™, Ita 
years 1927 and 192S brought more normal conditions ; during 
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thirteen mouths of these years considerable amounts of the surplus 
gold in the United States moved to other countries. 

In most countries the re-organisation of monetary systems 
went hand in hand with a consolidation of the capital markets. 
As State budgets came to be balanced, one important source 
of demand for credit disappeared and rates of interest tended 
downwards. This tendency was more pronounced for short- 
term rates than for long-term rales. Compared with pre-war 
times, the supply of short-term credit was apparently increasing 
more rapidly than the supply of funds available for long-term 
investments. 

It is probable that the need for short-term hanking credits 
for the financing of trade and production was smaller than 
before, the war. Manufacturers keep smaller stocks of raw 
materials, and traders of finished goods. A more rapid turnover 
of operating capital has been achieved in manufacture by improved 
technique. Sales on credit by producers to traders, among 
traders themselves and by traders to retailers were less popular. ' 
Instalment selling, which grew in favour, was largely financed 
not. through direct bank credits but by special financial companies 
through the sale of finance paper. Mergers, combines and chain 
stores eliminated small firms, replacing them by large corpora- 
tions. These preferred the more permanent method of raising 
money on bonds and stocks in order to finance their business. 

On the other hand, the demand for long-term credit was 
considerably higher. This was due to extensive borrowing by 
Governments and to a serious need for capital investment in 
order to repair the devastations of the war and to finance new 
inventions. Thus, for intance. the general spread of motor-cars 
called for new and more expensive roads and the so-called 
“ rationalisation ” movement demanded a larger permanent 
capital for the equipment of plants. 

This intensive demand encountered less readiness on 'the part 
of lenders to supply capital for long-term investment. Lack 
of confidence in the stability of currencies, reluctance to accept 
a lower interest rate than that to which they had grown accus- 
tomed, unfortunate experiences of loans lost abroad, and other 
factors contributed to this attitude. As a result, long-term capital 
was scarce and rates were higher than they had been for many 
years before 1913. 

These conditions naturally influenced the credit policy of 
private banks. In many countries long-term credits grew in 
relative importance and time deposits tended to increase more 
than sight deposits. 

The high interest rates for long-term loans did not seriously 
handicap those enterprises which were able to procure funds by 



i« vm g shares, the prices of which showed a strong tendency to 
rise, as will he seen m the following table : 


Table VII. — Index Numbers of Industrial Shares . 1 


Y*»rl} iserage j 

Germans 
192-1 IWM 

= too 

i Swilicrland j 

jNotninal^lOO j 

United 1 

Kingdom 
192i =, ioO ) 

Untied 

States 

1920 = IOO 


101 

{ 121 1 

100 ! 

70 


93 

i 138 1 

109 i 

88 


, 106 

167 : 

115 1 



. 151 

201 

121 



142 

217 

112 

I 151 

1929. 

1 120 

236 

139 



Tire growth of speculation hail some disquieting aspects. 
But. on the whole, the period up to 1928 restored monetary 
systems and capital marKcts to a more normal condition. 

In view or their unfortunate effect upon the present depres- 
sion, rt is necessary to describe the changes m international 
capital movements after the war rather more fully than the 
subjects hitherto treated. A short analysis of the pre-war 
situation will afford a background. 

During the half-century before the war, international move- 
ments of capital expanded very rapidly. A continuous flow 
of long-term capital from Western Europe to the rest of the 
world took place, though not of course without heavy fluctuations 
from year to year. It has been estimated that by 1911 the total 
capita) investments of Great Britain amounted to S1S.000 million ; 
the net-foreign assets of France amounted to almost half that 
figure (58,700 million), while the corresponding German figure 
was S5.GOO million. It is not too much to say that the building-up 
of modern industry and transport in most of the important 
areas outside Europe was made with the help of European capital 
and could not have bten done with anything like the same speed 
without it. Tills holds true also of the development of the 
United States, which in 1914 had borrowed something like 
55,000 million abroad. Considerable exports of American 
capital to other countries had brought the total foreign assets of 
th's country up to more than 52,000 million ; thus the net debit 
of the United States amounted to something like 83,000 million. 


» Source Stollsltcal ftar-Dook of tkr League of Xatiora. 
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mow capital became- available for other borrowing countries. 
Moreover. France had begun to export capital in 1921. Never- 
theless, several of the countries suffering most from the scarcity 
ot capital were still excluded from the international markets 
for funded capital owing to their unstable political and monetary 
situation. They were forced to continue borrowing on short 
term. On the whole, however, the years after 1920 saw n 
consulerahle expansion of capital movements which were, in 
general, different from those which took place before the war. 

When the German reparation problem had been settled with 
the Dawes plan in 1921, a new period of further expansion Opened. 
The Panes )of>n was Die first of a scries of laijjc. bond issues 
whereby Germany absorbed more foreign capital than any other 
country during the next four years, and from bring — apart 
from iter reparation liabilities — a creditor country, became, 
in 1029, the most heavily indebted country m the world after 
Canada. 

Several countries other than Germany, which had previously 
been to a large extent excluded from the international capital 
market, went through a similar experience after (he stabilisation 
of their currencies. Up to and including 1921. Ihe bulk o! new 
loans floated in the united States for European account was 
raised by capital-exporting countries which Here re-lending, 
rhicfly on short term, to countries which were unable to raise 
long-term loans. As the following comparative table shows, 
the issues on the New York market widen wore taken over bv 
the United Kingdom. 1 'ranee, Belgium, the Nrthrj-laijds. Sweden 
and Switicrlaml, were towu, absolutely as well as relativelv, 
than the total European issues after 19o|. 


Table Vflf. — Distribution oj European Issues in the Vnitci! 
States o/ .lmwica. 


$ ,000,000'S) 

l>suf, lor i he acr-jrfnt ol 

ISOt'lW I92V{yjs 

A. Europe 

B. Capital-exporting 

European countries .... 

C. B as percentage ol X 1 

I 1003 | 22X9 

| 021 25S 
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Even during the latter 
however, certain countries 


part of the period Under review 
in t-uropr, among them Poland’ 


31 


Roumania, Yugoslavia and Bulgaria, could only borrow to -a 
very limited extent on foreign bond markets. 

Another interesting change in the capital movements of 
these years deserves mention. During the period 1920-1925, 
the vast majority of the new capital issues for European account 
went to Governments and municipalities, whereas from 1925 
onwards issues for industrial enterprises became increasingly im- 
portant. Foreign capital was thus being employed to a greater 
extent than in previous years directly for the development 
of industrial production. 


Table IX. — Net Export of Capital 1923-1929. 
$ (000,000’s). 



U. S. A. 

U. K . 1 * 

Franco 1 s 

Canada 1 * 

1923 

130 

700 


44 

1924 

538 

380 

— 


1925 

. 586 

261 

— 

277 

1926 

92 

—29 

— 

173 

1927 

517 

482 

504 

51 

1928 

1,036 

667 

235 

164 

1929 

233 

672 

-29 

-87 4 

Total . . 

2,872 

3,133 

— 

729 


Information about the magnitude of capital movements 
is unfortunately scanty and somewhat inaccurate. The pre- 
ceding and following table give estimates for net exports and 
imports of long- and short-term transactions for countries 
showing the largest movements. The United States and the 
United Kingdom invested abroad approximately the same sum 
during this period — somewhat moi'e than S3, 000 million. Germany 
and Australia were the leading borrowers. - 


1 Indirect estimates, calculated on the basis ol figures relating to merchandise, 
gold and services. 

: The figures exclude Government capital transactions. 

* The figures exclude amortisation or Inter-Allied debts. 

4 Net import of capital. 













Tablt X. — Net Imparls of Capital 1925-1929. 

5 ( 000 , 000 '*) 




Japan {Auslndi* * 

j Arrt B ' inf * 

Germany * 

ggggggg 

. . - 

226 

74 

128 

5 

—25* 

187 

220 

UO 

170 

257 

193 

1 32 

h S5® 

1 31 

134 

131 

{ %% 

421 

S6Q 

1B9 

1.090 

1.017 

567 



- 

1,303 

451 

4.130 


One important aspect of capital movements in these years 
is that not only short-term, but also long-term, capital moved 
In cross -cimrms- 'The. same country would both Import, and export 
large sums. Available figures, however, exaggerate the amounts 
invested by other countries in the lending countries. The move- 
ments of 'securities backwards stud forwards are. cespowsihle 
for the high capital import figures m these countries *. 

Some impression o ( :he geographical distribution of the British 
anti American ’'foMtgn issues "can be obtained from Tables 1-Hl 
in the Appendix. According to the figures there shown, the 
European share of the United States and British issues for foreign 
oceount fell Scorn JG per cent in 1925 to 39 per cent in 1928. 

Them international capital pwremeuts helped to reduce Vbu 
discrepancies between interest rates in different countries. The 
price of long-Jerw capita) in most countries tell, but the decrease 
wasusa rule less pronounced lor lending than lorborro'viftgcourt- 
trics, in which rates were on higher level. A contraction of 
Ihe spread between short-term money rotes took phcc siimilta- 
oeousty. Out vac mi. V327 and the- catty pan of V&S, thi-v tell 
m most Escrowing countries. In lending countries, other "than 
lYnnce and Belgium, where rates were dominated by currency 
condition*, rates increased slighllv. 



33 — 


This movement in the direction of an international equalisation 
of money rates came to an end in most countries towards the 
middle of 1928 — that is, at the beginning of the boom in the 
United States which culminated one year later. (See table in 
Chapter V — C.)‘ In the case of Germany and Austria, the fall in 
money rates had been arrested earlier and an upward movement 
had begun. It was followed later in the year by a somewhat 
smaller increase in other European rates, and indeed those of 
all Central and Eastern European countries, e.g., in the United 
Kingdom, the Netherlands and France. A reaction took place 
in most countries early in 1928, but German and Austrian rates 
remained — and have since remained — far above those of the 
lending countries. The German minimum open-market rate, 
which during the first quarter of 1927 coincided with the British, 
was about 1% per cent higher during the last quarter ; one year 
later the discrepancy had risen to 2 per cent. 

The price of long-term capital in Germany was affected 
in the same way as money rates. Quotations of bonds of nearly 
all other countries, borrowing as well as lending, rose in 1927 
and reached a peak in 1928 (that is, actual bond yields were 
at a minimum) ; but in Germany the maximum bond prices 
and the minimum yields were reached about one year earlier. 

Table XI. — Actual Percentage Yields of Certain Bonds. 



Germany 

U. S. A. 

U. I< 

Roumania 

Misc. bonds 
8% and less j 

00 prime 
bonds 

Consols 

2 •/.% 

Govern 

bonds 

Dec. 

1926 

7.6 

4.6 

4.6 

12.4 

Feb. 

1927 

— 

4.5 

4.6 

11.4 

May 

1927 

7.0 

4.5 

4.6 

9.1 

Dec. 

1927 

7.7 

4.4 

4.5 

9.8 

June 

1928 

7.9 

4.5 

4.5 

7.5 

Dec. 

1928 . . 

8.0 

4.6 

4.5 

8.5 

June 

1929 • . 

8.3- 

4.7 

4.6 

9.3 


The causes of the increasing scarcity of capital in Germany at 
this early date are not very clear. Certain factors which tended 
to reduce the inflow of foreign capital appear to have been decisive. 
In the first half of 1927, the German loans floated abroad were 
greatly reduced partly owing to the fact that the exemption of 
such loans from the 10 % tax on the yield of capital was withdrawn 
from December 1926 to June 1927. Moreover, certain financial 
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British investments abroad were considerably larger — something 
like 820,000 million. For France no figures are available, but 
it is estimated that her investments stood at about 60 per cent of 
their pre-war figure. Germany, instead of being a creditor, was 
heavily indebted. Apart from reparations, her net indebtedness 
on long-term account was about 82,500 million and on short-term 
account 81.500 - 82,000 million. 

Looking back on the period before the present depression, it 
will be .found that, on the. whole, the foreign assets of all lending 
nations were growing and the net indebtedness of most debtor 
countries was also increasing. Long-term capital movements 
were about as large as before the war, but they were much less 
steady ; the cross-currents were more numerous and important 
and the mechanism of international capital movements was more 
complicated. This partly explains why the distribution of the 
world’s gold stocks was such as to make the position of many 
central banks very vulnerable. 

The organisation of international finance has undergone 
a profound change, a change the very newness of which has 
involved difficulties and weaknesses al one point or another. 
- London is no longer, as before Lhe war, the dominating 
financial market with a controlling influence on short-time capital 
movements and by far the greatest lender on long-term account. 
In 1927-28, New York was almost as important and it was 
"clear that Paris, although temporarily handicapped, would soon 
emerge as a serious rival with a 1 considerable capacity to export 
capital, Lhe prime requisite of an international financial market. 
,It was inevitable that this new organisation of international 
finance should -handle things diffeiently from London before 
-The war, when decisive power was concentrated there. The 
- three markets had not yet found satisfactory methods of eo-opera- 
-tion, and the leading financial houses in the different countries 
had 'different traditions and experience. Moreover, although the 
funds available for export in the United States were at one moment 
or another very considerable, the importance of that export to 
the whole economic system ol the country and the apparent 
. immediate importance of maintaining a steady flow of capital 
was not so great as in England. Neither the need nor the 
tradition of foreign lending was so strong. In France, the 
'tradition had been temporarily broken by the special difficulties 
which she had had to face and by Lite losses of foreign investments 
from which she had suffered. During this period therefore, 
when many borrowing countries were suffering from a serious 
dearth of capital, the streams available for their irrigation 
flowed, not with persistent regularity, but spasmodically. Not 
a little flowed into,, wrong channels and was lost. Not a little 
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was liable to be sucked back suddenly into the reservoirs 
whence it bad come. .... 

The instability al the international financial situation was 
enhanced by the ’large increase in the proportion of total loans 
made on short-term account. This development was due largely to 
the lack of confidence which created a desire among the general 
public to keep a large proportion of their funds in liquid form. 

The manner in which they were likely to react was less 
easy to foresee and a new element of uncertainty thus arose. 

'The insecurity of the position was increased by the fact 
that the very countries whose credit was likely to be most 
affected by political changes had incurred foreign indebtedness, 
partly of a short-time character, on a very large scale. It has 
been ’estimated that, by the year 1929. Germany had borrowed 
abroad no less than 8.000 million marks or 52,000 million on 
a short-term basis The exist cure of large fixed interest charges 
is always dangerous. It is all the more so for countries which are 
likely to be hard hit by a depression or subject to considerable 
withdrawals of foreign short-term capital. Thus the existence of 
an obligation on the part of Germany and some other countries 
ui a similar position to pay large sums as interest on foreign 
loans and in reparations could not but contribute to a feeling 
of instability in the world of international finance. Germany’s 
obligations were rigid ; but the in- and outflow of foreign capital 
was uncertain. 

For similar reasons, the position of Australia and several 
South-American countries was somewhat unstable. They had 
grown accustomed to a large inflow of foreign capital and 
kv 5* ,’ jr £'- burden of interest obligations — as illustrated in 
the following tabic : 


Table XtJ . — Net fnleresl orred abroad {— ) or lo be collected from 
abroad (+) per head of t he population, 1928. in dollars ». 


New Zealand .... —27.6 

Australia —27.5 

Canada 

Argentine . . . . — 17.4 

Union of South Africa — 9 *g 


Norway . . . 
Denmark . . 
Hungary . 

V. S. A. . . . 
Great Britain 


- G.7 

- 3.8 

- 3.0 

+29.0 
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other South-American Stales — is to be found in the character 
of their international trade. Their exports consist largely of 
raw materials, which are likely to fall heavily in price during 
a period of depression at the very moment when international 
capital movements are apt to change in such a way as to 
put, in any case, a strain on their balance of payments. In 
such circumstances, it is difficult to make a smooth adjustment 
and to prevent a breakdown in the credit structure. 

Taken as a whole, the international financial position in the 
years before the depression was much less stable than before the 
war. 



Ompter il. 


smrCTl'R^!- OIVNi.KS 

\N'l) IXCOMPl r.TF. \1>T1 STMKNF IN OIK YEARS 
P»hlEl>INii THf. UEPRKSSiON 


Camr Fooi> l.sm strip s. 

The present chapter deals with certain changes m the structure 
of the economic organism which mnj have exercised an important 
influence on the character of the present depression. Particular 
attention is drawn to certain fundamental changes in the economic 
system which had not. around the year t02S, been foHoww«**F- 
the necessary re-.ul.ipt it ion of the various economic elements 
and had consequently given rise to .i series of so-called malad- 
justments, Such structural change* and maladjustments exercised 
a double influence. They created an unstable situation* likely 
to he easily upset when attached liy outside disturbing forces — 
as, for instance, a depression in the business cycle. Secondly, the 
changes in the basic elements of the economic structure which 
had begun at this time continued and thus made necessary Sts 
further fumlamental readjustment. As this could only be t fleeted 
slowly and with great difficulty. some of the already existing evils 
tended in the following years to become more pronounced. This 
of course would have happened apart from any crisis and would 
have had its own depressing effect on business conditions. 1» 
fact the structural and the cyclical depressions occurred more or 
less simultaneously and it is not surprising that their combined 
effects resulted in a serious economic crisis. * 

In an analysis of industries producing crude foodstuffs it is 
natural to begin with cereals and to refer especially to wheat. 


* I VJ — C below. 



39 — 


Hie principal item in this group of commodities. The somewhat 
abnormal character of the situation is shown by the following 
figures for stocks of wheat during the last decade: 

Table I. — Woild Slocks of Wheat . 1 
August of each year. Metric tons (000,000's omitted). 


1921 10.2 1926 10.1 

1922 10.8 1927 11.3 

1923 11.1 192S 13.-1 

1924 12.4 1929 21.3 


1925 9.3 1930 19.0 

These figures seem to indicate a certain tendency towaids 
over-production, especially from 1927 or 192S. In spite of the 
fact that the 1926 and 1927 ciops were very light, stocks did 
not fall. 

The total quantity of wheat available for consumption outside 
Russia and exclusive of seed requirements had inci eased about 
10 per cent between 1909-1913 and 1925-1929. 2 Comparing 
the average figures for these two periods, the population of those 
parts of the world, excluding Russia and China, which consume 
nearly all the wheat produced, had piobably inci eased by some 
13 per cent. The greatest increase, however, took place in South 
America and other countries, where the consumption of wheat 
is lower than in Europe. If there was over-production, there- 
fore, it must have been caused by a falling off in demand. 

A closer analysis of the tendencies of supply and demand vail 
show that already in 1928-1929 underlying forces weie making for 
over-production. This term is taken to mean that total output 
can only be sold at prices which do not cover the production costs 
of the majority of producers or, in other words, a tendency of 
supply to exceed demand at a profitable price. 

The following table, which compares the iccenl acreage under 
wheat and the yield per acie in different parts of the vorld 
with the pre-war figures, illustrates the changes in the factois 
influencing supply. 


1 Source Wheal Studies, Stanford University . 

2 Actes de la Conference Internationale prifparaloire dc la deuxicmc Conference 
mondialc dtt ble, Rome 1931, pages 298 II 
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Table ll — Wheat Acreage awl Yield. * 


‘ i ! i 

‘29-3 27.1 28.5 ,2S.l j 12.6 12./ 

'Tti 9 - IK f, 39. 1 . 30.6 | 6.9 7.2 

h.o ' 21.3 5 23.7 .21 7 , 9.9 9.9 

\ Q . &.9 I 9.6 i 10.2 1 13.3 12. 'I 

3 1. 1.11 5.1 | 5.7 | 8.1 

RO 1 6.5 7.1 • 8.1*1 6.0 8.8 


During the war the area under wheat in Europe declined by 
a fifth, the consequent deficiency in supply being made up 
chiefly by the United States and Canada, where the area m 
1919 was nearly twice as large as in the period 1909-1913. In the 
years following the war. the wheat-growing area in Europe began 
to approach the pre-war level, this movement being very pro- 
nounced in Russia, where the total wheat area had at one time 
declined by a third from pre-war figures. While the United States 
reduced her wheal acreage during the lirst years after the war. 
other important overseas countries continued their wartime 
expansion In 1909-1913. the total acreage under wheat in the 
United States, Canada, Australia and the Argentine was 32 
million hectares; in 1926-1929 it had risen to 46 million hectares. 

The yield per acre, of course, varied less. In Europe it 
recosereil from the low figures which were chiefly due to direct 
and indirect war devastations. In Canada and Australia, it 
remained at a lower level than in pre-war days, while >1 rose 
considerably in the Argentine. 

The factors which exptair these changes in wheat areas and 
yield need some further du.,rssion. 

The first important change in jio»t-var agriculture which it is 
necessary to Stress is the great development of the use of machi- 
nery". Progress had of coarse been rapid before the war; after it, 
however, new and more efficient machinery was introduced so 
extensively .as to change agriculture radically over lar«e areas. 

f-or gram cultivation in general, and especially for wheat- 
growing, cheap traction power is of very great importance. The 

*«§!**' ,ft " rns " 4Ml «t AjntnUaral Staliiiio. Rome. 



large-scale introduction of tractors led to considerable reduction 
of power costs in many countries. This was particularly 
true where oil was cheap, labour expensive and rent low. The 
saving was greatest in areas where a single crop like wheat 
predominated and where the harvest required a large seasonal 
increase in the demand for power. The tractor met this demand 
eilieiently and cheaply, as it can work unexhausted twenty-four 
hours a day and needs no attention when the season is over. 
In other countries where labour and fodder were cheap, farmyard 
manure valuable, oil expensive, farms small, rent high, and 
farmers conservative, the tractor brought little or no reduction 
of costs. 

Evidently, the tractor influenced costs chiefly in the grain- 
exporting countries with extensive cultivation and only to a 
much smaller extent in the importing European countries. The 
greater use of tractors in the former countries is seen in the 
following table, which shows the sales of American tractors : 


Table III. — Exports from and Domestic Sales of Tractors in 
the United Stales , 1 in 1928. 

Argentine 4,816 I-Iungary 1,018 

Australia 4,409 Italy 2,001 

Canada 20,983 Russia in Europe . 4,606 

France 1.289 United States . . . 99,491 

Germany 3,016 Tota i Ml, 689 


Like the tractor, the combine, a machine which reaps and 
threshes simultaneously, has increased enormously in impor- 
tance in recent years. It had been in use since the 1860’s, buL 
only in dry districts, where climatic conditions permitted simul- 
taneous reaping and threshing. It has in recent years proved 
possible to extend the use of the combine to those sub-humid 
districts where most grain is grown and in which it is often 
necessary to cover the ground twice in order to allow the grain 
to dry before threshing. 

Like the tractor, the combine has reduced costs of production in 
regions where topographical conditions are suitable for it and where 
farms are fairly large. It has had little effect in most wheat- 
importing countries where farms average smaller, cultivation is 
intensive and frequent alternation of crops traditional. Another 
reason for its small influence in the latter countries is that in 
most of them straw, which is left on the field by the combine, 
is a valuable part of the harvest. It is not surprising, therefore. 


1 Source : United Stales Foreign Commerce, 1928. 
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that the number of vombmrs has increased chiefly ® 

SJntric, .M'-.siv methods ol »!»; » I*™ 1 . 

Canada, the number «f rombmes w u-o w.»> 791 m U-'. *•»» 
m 1928 and 7 4)1 m 1929 Hnrmn the period 1923*19-9, au°m 
6S.C00 combine were sold in the V ruled States, two-thirds of 
the -ale- b-.msj mr.de in 1028-3. The Argentine bought 
in 102S and »i.2l 1 in 1020. thus, the combine was oul\ just 
beginning to have Us effects on Urge-scale fanning overseas 
in the scare prcieding the depression and had practically no 
importance set m Europe 

Besides machinery, new seed varieties and dry -farming nasv 
made possible the cultivation of wheat and other grams m 
territories where a lew < care ago it would have been econonurally 
impossible. The application of scientific methods to the selection 
of seeds and plants is one of the -.Inking 'factors in post-tear 
agriculture. It h id of course begun ltefore the war ; but it is 
only in recent s ears that the revolutionary eflects of these method* 
has e begun to' appear and it seems probable that their influence 
will grow in the future. A few examples of the important 
improtetnetils made may he mentioned. 'Hie vast areas of 
Northern Canada had long been deemed unsuitable for wheat- 
growing because of the short summers which made impossible ’ 
the maturing ol known varieties ol wheat, although these districts 
are ra other respects excellent tor the purpose. The development 
of a variety of wheat which needed only about 100 days, instead 
of 130. to reach maturity has created possibilities' or wheat- 
growing m these enormous areas. Before the depression, wheat 
production in these districts was growing rapidly. 

In the western districts of the UnitedStates and Australia, 
it was lack of humidity which prevented the growing of wheat' 
and other grains. New drought-resisting strains have led to 
considerable wheat cultivation at very low costs because the 
combine can be used here to particular advantage. 

While it is a relatively easy matter to produce a variety which 
has, one specific advantage (<, g , C Jrh maturity or strength 
of straw), experience has shown it to be a verv difficult matter 
to produce a variety which is superior in all respects to those 
already grown. Tire new varieties ha\e consequently proved 
most useful m such countries where it was important to overcome 
S ?. n * mam •*“*»*- e S~ ten short n summer. Where 
i. s *?* fu\ ourable, as m most European countries, it 
th ifir^r, difficult to find varieties of greater efficiency 
n ^ development of wheat-growing 

« -iriJJtinssSiSSSSSSS 
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Table n ' , . moo 000 ’s omitted). 

Metric tons ( 000 ’" OM!ll3 .» 


Argentine . • • 

Australia . - • 

Canada . • • • 

India 

Russia • • • • 
United States . 


1009-1913 

2.4 
1.1 
2.0 

1.3 
4.1 

1.4 


1926 

2.0 

1.4 

6.8 

0.2 

1.0 

3.4 


1928 

5.3 

1.6 

9.9 

- 0.004 1 
- 0.2 2 
2.1 


Kussici ■ • ■ ..." 

United States * . ica iiura l Statistics. 

* Imports. 
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The change* in the production and exports of Russia have 
already been mentioned. In 1928, there was even a small net 
import of wheat. From the point of view of an analysis of 
world prices, it is not necessary to study the variations in domestic 
consumption in Russia, which is centrally controlled. From the 
point of view of the rest of the world, it is Russian exports that 
matter As Table IV shows, these were very largo before the 
war. After thi war, however, Russian exports had practically 
di vi ppe, tied from tin* world market and Europe had turned 
overseas for its supplies. Tins disappearance of Russia is the 
( luet factor which explains why the increase of overseas wheat 
production had not led to a lack of balance between demand 
and supply long before 1928-29. It is obvious therefore that 
during the latter years the situation hod become unstable. If 
Russia were to appear again as a large exporter, the balance 
on the world markets would be upset. Russia did not do so in 
1928-29 partly because the Russian crop in those years was low. 
This helped to deceive the world as to the real character of the 
situation As a matter of fact, and as later experience proved, 
Russia was making strenuous efforts to increase its production 
and exports of wheat by the introduction of the same methods 
of large-scale farming that had been used so effectively overseas. 
The number of tractors rose from about 2, GOO in 1921 to about 
31,900 in 192S. The number of combines also increased rapidly. 
These mid other factors made possible the appearance of an 
increasing supply of Russian wheat on the world's markets 
in the fallowing years. 

The above analysis of supply conditions m the production of 
cereals tells, of course, only part of the story. It is also necessary 
to discuss briefly the character of the ’demand Stocks onlv 
became swollen after 1927 and even aftei that d He the growth 
although in itself considerable, w-as small remise to lota] pro- 
duction. Since no organised destruction ol storks look nlaiv 
practically all the wheat produced was rnnsumert, though con- 
sumption p Cr Mp||a was no greater Him- before Iho war This 
.ectns to indicate a fairly balanced posihon. although the growth 
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commodities. A rising standard of living has made people turn 
to more expensive foods. Thus the demand per capita showed 
a tendency to decline. 

It is necessary to take into account, however, that wheat 
is used not only for human consumption but also for the feeding 
of animals. Unfortunately, what quantity was used in this 
way during the period in question is not known. 

'll is probable, however, that only a small percentage of the 
world supply of wheal and rye was used for animal feeding. 
Any substantial increase of this percentage is also unlikely unless 
wheat becomes available at exceedingly low prices. In other 
words, the possibility of using wheat for animal feeding may 
serve as an ultimate check on wheat prices during a decline, 
but will not prevent a drop of prices to a level below the costs of 
the majority of European producers outside of Russia. 

This brief study of demand and supply conditions of wheat 
around 192S-29 suggests that the over-production was relatively 
slight. Had it not been for the diverging tendencies of supply 
and demand the situation would not have been menacing. The 
world, in fact, seems to have been at the first stage of a develop- 
ment leading to a lack of balance between supply and demand. 

Given thetendenev towards increasing production in 1927-1929 
at the existing level of prices, over-production and a price drop 
at a not-distant date were to be expected. The demand for 
cereals being relatively inelastic, the fall in price would probably 
be considerable. This situation would continue until it had 
led to a reduction in output, probably through a reduction of 
the wheat areas in certain districts. Such were the prospects 
for the years following 1929, if nothing unexpected intervened. 

One qualification must, however, be added. The demand 
for wheat in some important countries in the first stages of 
industrialisation has been increasing slowly but substantially. 
China’s annual net import of wheat in the period 1924-1929 
reached 1,500,000 quintals, while in 1909-1913 there was a net 
export of about a million quintals. Further, 3,500,000 quintals 
of wheat flour were imported, as compared with 750,000 quintals 
in the pre-war period. In the chief tropical countries, the con- 
sumption of wheat flour per capita has risen by about 13 per cent 
since 1913. It is obviously not impossible that the future demand 
from these sources may become so large as to affect fundamentally 
the situation of wheat in the world market. So far, however, the 
influence has been slight, and the chances in 1928-29 were that, 
during the next few years, demand from these countries would 
remain small, if wheat prices kept on a level profitable to the 
majority of wheat growers. This demand, therefore, could not 
prevent over-production and a drop in prices. (See Chart 2.) 
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One important aspect of the movement of prices and the 
production of wheat before the depression was that the bumper 
crop of 1928 did not lead to any considerable drop in prices and 
thus brought about no tendency to a restriction of wheat-growing 
in the following year. This partly explains why, in spite of a 
relatively light crop in 1929, the carry-over wns abnormally high. 
Of course, the maintenance of prices at a fairly high level after 
the autumn of 1928 w’as due to the fact that part of the crop 
was withheld from the market and stored. 

This policy began in Canada in 1927, partly under the influence 
of new r marketing organisations, the Canadian Wheat Pool and 
its associate organisations. The Pool pursued a deliberate policy 
of maintaining prices. At the end of August 1929, it held, or 
had bought for future delivery, 80 million bushels, while the 
total carry-over in Canada was 87 million bushels. The influence 
of this policy on Canadian wheat prices, especially since the 
autumn of 1928, can be seen in Chart 3. 

The policjr of the Canadian Pool was, of course, not the only 
reason for the increase in stocks during these years. There seems 
to have been a general expectation that the drop in wheat prices 
which .had taken place since 1926 could not continue, and that 
therefore it would be profitable to store wheat for some time 
and sell it, when market conditions had changed. In that way 
prices were maintained in the autumn of 1928, and wheat-growing 
v r as not contracted as the following table shows : 

Table V. — Wheat Acreage outside Russia and China: 1 
Hectares (000,000’s). 

1926 92.3 

' - 1927 94.6 

1928 97.8 

1929 '96.4 

1930 98.8 


The apparent contraction in 1929 does not mean that a 
smaller 'area was sown. The crop of that year was not good, and 
in consequence w r as in many districts not harvested at all, the 
area affected not being included 'in the statistics in certain 
countries. For instance, in Argentine the acreage harvested 
in 1929 was 2.6 million hectares smaller than in the preceding 
year. . 


1 Irak, Palestine, Syria and Turkey are also excluded 
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The maintenance of prices during Hie larger part of 1929, 
when the bumper crops of 192$ were put on the market, on a not 
much lower level than in previous years protected the farmers from 
a considerable reduction in incomes. There has been a general 
impression that a erisis in cereal-farming started a year before 
the downward turn of the business eyrie in the early autumn 
of 1929. Facts lend little support to this opinion, as the drop 
in prices was largely offset by the increase in volume. Offieia! 
estimates of the total value of crops in the Foiled Stales and 
Canada show a reduction by only 1 % and t % respectively. 
For other countries corresponding estimates are not available 
but the value of the crop of cereals, according to calculations 
based on prices and quantities of the most important of them, 
seems to have increased in Australia. Germany and Italy and 
to have declined very little in the Argentine and France. 

OtheiTacLs point in the same direction. For example, in Australia 
where farm products in 1928 accounted for $7 per cent of l lie 
total export value, the average exports in 1924-1927 were £139 
million, in 192$ £133 million and in 1929, in spite of the drop 
in wheat and wool prices in the last quarter, as high as 1*121 
million. In Argentine exports, farm products are even more 
dominating, accounting for 95 per cent of the total in 192$ ; 
the annual export value in the period 192-1-1927 was $920 million, 
in 192$ $1,030 million and in 1929 $953 million. In Xcw Zealand, 
where exports of animal foods are decisive, and in eolTee-exporting 
Brazil (see below), farm incomes in 1929 seem to have been on 
the same level as in the previous year. 

It is impossible to escape the conclusion that, in the years 
immediately preceding the depression, the situation with regard 
to supply and demand was only just beginning to lose its 
stability. No heed, however, was paid to the signals of 
warning and no adjustment attempted. Hence, whether a 
business depression had appeared or not, the world price of 
cereals would certainly — in the absence of crop failures - 
have moved downwards. 

So far attention has been concentrated on wheat as the leading 
cereal. The situation has been slightly different for the other 
cereals, of which rye is used for both human consumption and 
' the feeding of animals, while oats, barley and maize are used 
mainly for the latter purpose. While the prices of various qualities 
'Of wheat declined by 10 to 25 per cent between 1926 and 1928, 
the prices of rye, barley and oats rose 20 per cent and more, 
and maize 30 per cent. 

A certain tendency to a shift in the relative extent of the 
various cultures is noticeable, but only since 1928, when wheat 
prices had begun to drop from the high level of previous years, 

4 
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although not without great difficulties — large enough in certain 
mixed farming districts to affect considerably world wheat 
supplies, or whether nothing but a reduction of the food- 
producing population of the world could keep supply on a 
level which made profitable prices possible. 

As a matter of fact, the arrival of a severe depression did 
keep down demand for the more expensive animal foodstuffs and 
did make a shift from wheat growing to the production of other 
foodstuffs still more difficult than it would otherwise have been, 
virtually preventing also any transfer of labour from agriculture 
to other industries. Thus, prices of both cereals and animal 
foodstuffs were depressed to very low levels, as will be further 
described below. 

As the analysis so far has been confined to animal foodstuffs 
and cereals, it is necessary to add something about other vegetable 
foodstuffs, especially sugar and coffee. In the production of the 
former commodity important structural changes had taken place 
during and after the war. The price of raw sugar had fluctuated 
widely, but from 1924 the tendency had been downward, as the 
following table shows. In 1929, the price was only two-thirds of 
the average for the five years before the war. 

Table VII. — Price oj Sugar . 1 

(Cents per lb.) 


Year 

Java 

White 

New York 
Raw 

Year 

Java 

White 

New York 
Raw 

1910-13 . . 



2,718 

1925 . . . 

3,412 

2,562 

1920 . . . 

9,712 

— 

1926 . . . 

2,867 

2,56S 

1922 . . . 

3,212 

2,977 

1927 . . . 

3,194 

2,959 

1923 . . . 

3,866 

5,240 

1928 . . . 

3,503 

2,470 

1924 . . . 

4,411 

4,186 

1929 . . . 

2,214 

2,001 


In the years preceding the war the output of beet-sugar was 
about as large as that of cane-sugar. The proportion of the former 
had been rising for several decades, but during the war tended 
downwards. The war, which caused a reduction of European beet 
cultivation, stimulated a development of the cane-sugar industry. 
In 1918-19, cane-sugar production reached 75 per cent of the 
world supply and in the following year almost 79 per cent. Beet- 
sugar output had then fallen fiom 7-9 million tons before the 


1 Java, annual average selling price of V.J.P. white sugar. 

New York, open market price ot raw sugar. 

Source : Java, Amslcnlamsche Ban k ; New York, Willel A Gray 
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and reduced consumption. Protective tariff policies and bounties 
. have, of course, worked in the same direction. 

The continued growth of stocks and the low prices of raw 
; sugar in the years immediately preceding the depression show that 
- output exceeded the quantity that could be marketed at a price 
profitable to the majority of producers. 

■’ V; Tlie development of this industry since the war and its position 
.fin; 1928-29 offers great similarities with that of the wheat-growing 
industry. The stimulus to production outside Europe given by 
1 the .war, the technical progress which reduced costs only in certain 
.regions, the refusal to let prices drop and lead to a restriction of 
.! output. in regions with high costs, the consequent limitation of the 
s free world market and the increase of stocks under the influences 
' of; efforts to maintain prices are aspects common to both industries 
.; and of; importance as affecting their position and prospects in the 
.following years, . v- v ' \ ' 

f^fTKfe:::cpnditiohsy'g6veming. a third important world staple 
fcdminodit 3 r , Coffee^ were also to some degree similar.. As seen 
f/frotti'-;.theAtame"belo\v, ,‘stocks .were accumulated and prices were 
maintained;^ 'iht'. a level which stimulated ah expansion of the 
jindu's^^nd^ade^'production.' outrun consumption. 

7. V p'£& : abk/i&!. Output#: Slocks and Price of Coffee. 



/dutput ? (Tons : ;000’s) 

.Stocks 3 . (1,000 bags) 

Price 

•r wobd;:' 

Brazil. 

..ill Europe 
U. S. A. + 
Brazil ports. 

.In interior 
of Stale of 
■Sho Paulo 

Rio 

de Janeiro 
Rio No. 7 
Gold. frs. p. 
quintal 



S-^,795 5 

19 

• , * ‘ ' 

. . j, 

1921-22 


•v 

<• : 8,700 
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Before the war. heavy annual fluctuations in coffee prices 
were normal and. to mitigate these, producers in Brazil, a country 
which held and holds a commanding position, began to organise 
the carrying-oxer or a part of an abundant crop to some later year, 
when the crop was smaller. A few years after the war this policy 
was extended to the so-called “ permanent coffee defence , 
which aimed at .» maintenance of the price at a “ fair ” level. 
By v ithholding from the market an ever-increasing stock as the 
table shows, it was possible to keep prices at an attractive level. 
Production expanded, stimulated Iiy the high price, which made 
coffee-planting very profitable. Not only did the area planted 
increase rapidly outside Brazil — in Colombia, for example, it 
increased by more than one-third between 1 920-1 92S, and in 
Haiti by about one-fourth — but also in Brazil itself the area 
increased 25 per cent in the same period in spite of some attempts 
to counteract this tendency. To continue such a policy for long 
was c\ identic impossible. A factor which did much to weaken 
the position was that the stocks were financed chiefly by foreign 
loans. If the stocks I 131 I been financed by taxes on the coffee 
planters, less money would have been available for new planting, 
boom tendencies in'general would have been counteracted and the 
financial position of the country would have been less sensitive to 
changes in the international credit conditions. 

After this brief review of the position of some of the important 
crude-food industries during the years preceding the depression, 
attention will be called to industries producing raw materials and 
half-finished goods. 


B. TUsv-Materiai. Industries. 

The situation in the raw-material industries around {928-29 
was even less clear than that in those producing crude-food 
products On the whole, output does not appear to have 
increased more rapidly m the years following 192a than during 
many earner periods. * 

Wut matters, hnwmr, is not the aggregate increase or the 
a U<P ^ t ° f rarl1 rom,n0{ hty, but the increase 
To stun,, extent, the tiring standard of 
ItMtig m the count nr\ which consume by far the largest part 
?oVtorm t 4 r,r^[lf , . 0f V’" n } a f M:,hl . e,} increased demand 
™ uuS I ■ i r *""}* wrv,ws rallH ' r »*»« tot greater 
the demand for new raw 


raterlCwwhWvu?, 5T ,il iT* lh , e , demri «' J tor new raw 



55 - 


To form an opinion regarding the position of raw-material 
industries in the period preceding the depression, it is necessary 
to examine not so much absolute figures of production as the 
figures for prices, stocks and unused productive capacity. Here 
again the interpretation of facts is difficult. That raw-material 
prices were on the whole declining in the years up to 1928 and 
relatively stable in 1928-29 before the depression docs not prove 
any tendency towards over-production. Technical progress in 
almost all the important raw-material industries was rapid dur- 
ing this period, and declining prices seem to have allowed the 
earning of fair profits by the majority of producing units. 

The growth of stocks after 1925 and especially in 1928-29 
is, however, a circumstance favourable to the opinion that a 
tendency towards over-production did exist. As, however, 
stocks in practically all cases were small relative to annual 
output, a study of such figures alone is far from conclusive. 
The same applies to an analysis of surplus productive capacity, 
such as was very evident in the case of some minerals. Unused 
capacity is the normal situation, not only in manufacturing 
industries, but also in raw-material industries, and it is difficult 
to determine whether excess capacity during these years was 
above or below normal. 

One circumstance which seems to indicate a lack of harmony 
between productive capacity and demand during the last yeais 
before the depression is the influence of monopoly control of 
several important basic commodities. Attempts were made to 
keep prices at a profitable level, without, except in one or two 
cases, restriction of productive capacity. Hence the effect of 
a period of prices that were fairly high when compared with 
costs was not only to reduce demand — through a larger use, 
for instance, of substitutes — but also to increase productive 
capacity. Rubber, copper and nitrates are conspicuous examples. 
This tendency of monopolistic policy to increase capacity in 
relation to demand and thus to create an actual or potential 
surplus capacity in 1929 has many points in common with what 
has happened in the case of wheat and coffee. 

The following observations are intended to convey an impres- 
sion of the position of the more important raw materials during 
these years. 

In the case of rubber, both supply and demand are extra- 
ordinarily inelastic. Trees cannot be tapped before they are 
five years old ; consequently, high prices cannot lead to immediate 
increases in output ; low prices, on the other hand, largely fail 
to reduce supply, partly because native producers are not afraid 
of “ spoiling the market ” but continue to produce and others 
follow their example. The period under review has been domi- 
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and the use of reclaimed rubber. The Jailer factor reduced 
demand and thus contributed towards the ensuing rapid drop 
in prices, whereas the new planting had no effect on output 
before 1930. In view of the fact that the increased planting 
in 1925-1927 was bound to lead to an increased capacity five 
years later, the situation in 1929 must be regarded as very 
unstable. Slocks were large and had been growing since 1926, 
and as production exceeded consumption in that year by 65,000 
tons, or S% per cent, some over-production clearly existed. Only 
an increase" in demand many times larger than that which had 
characterised the last decade or organised restriction of output 
could have avoided further over-production. 

Cotton and wool prices dropped considerably in 1925 and 
1926, possibly under the influence of changing fashions which 
reduced the demand for cloth. From then until 192S their prices 
kept relatively stable and fairly high compared with pie-war 
days. In 1928, the average price for American cotton in 
Liverpool was 56 per cent and the London price for wool more 
than 100 per cent above the 1913 level. 

Colton production shows no distinct trend in the five years 
before the depression. Slocks were large, but not larger than 
they had often been before. The conditions of supply seem to 
have been dominated by the activities of the cotton weevil in 
the United States, which reduced the crop certain years to a very 
small figure. There was certainly no clear evidence of over- 
production or of any tendency in that direction. (See Chart 5.) 

The case of wool was somewhat different. Production was 
rising rapidly — about 30 per cent in six years — and demand 
for woollen articles was continuously increasing. As no reliable 
figures of world stocks are available, it is difficult to say whether 
the high price level reflected a stable position. There is no special 
reason for assuming, however, that stocks were exceptional or 
excessive relative to annual output. 

The price of raw silk declined from 1925 to 192S. Given the 
considerable technical improvements which had taken place, 
the price in 1928 about one-third above the price in 1913 would 
suggest a comparatively favourable situation. The tendency to 
increase output was very strong in the years immediately preced- 
ing the depression. World stocks are not known ; but there is no 
special reason for assuming that output was increasing much 
faster than demand. 

Increased demand for natural silk in a period when artificial 
silk was coming into use more and more affords striking evidence 
of the rapid rise of the standard of living, particularly in the 
United States and Europe. The competition of artificial silk 
seems to have been much less severe than was general^ expected 



Sources • Starts : London and Camir.dge Eeanauhr Servlet. 

FVoiluct Ion • Sltd'tCleal 1 ear Booi «/ Me iMaae of Xaltom. 
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a few years earlier. The annual output was probably only about 
2 per "cent of the total output of other textile raw materials 
(compared by weight) and, although it was rising rapidly, it could 
not radically change the situation for the other textiles in the 
course of a few yeais. 

The very favourable prices of artificial silk during the greater 
part of the' post-war period naturally led to large increases in 
the capacity of the industry which finally overtook the rise in 
demand. Hence prices around 192S were falling and a considerable 
surplus capacity seemed probable. Numerous attempts towards 
international regulation of the artificial-silk market did not cover 
sufficient producers to exercise lasting influence on the price level. 

Other organic raw materials of great importance are timber 
and wood pulp. The prices of these products remained at a 
relatively high level during the larger part of the post-war period. 
This was particulnily the case with timber, in the market for 
which Russian competition had almost disappeared. Prices in 
1928-29 were 50-G0 per cent above the pre-war level. By that 
time, however. Russian exports were increasing fast, although 
from October 1927 to September 1928 the total for timber and 
manufactured wood was 40 per cent below the pre-war figure for 
the territory now comprised within the Soviet Union. In the 
following year it had practically reached the pre-war level and a 
future increase was planned. Even before the depression, pro- 
ducers in Scandhm ia had restricted output to counteract the 
effects of the increased Russian supply. It was clear, however, 
that very substantial reductions of production in countries 
other Ilian Russia would be necessary, even in the absence 
of any business depression, if prices were to be maintained on 
a profitable level. 

Pulp prices had also been remunerative up to the depression, 
but it was evident that the increase in capacity in 1928-29 in 
Canada, the United Slates and Scandinavia, at least as far as 
certain qualities of pulp are concerned, were so rapid that a 
corresponding increase of demand at existing prices was impro- 
bable. 

The evidence pointing towards the existence of over-produc- 
tion or excess capacity in the case of inorganic raw materials is 
move conclusive. 

. c °al industry, more especially iii Europe, was subject 

wit! • com ^ cx . 5 ’pt of influences which tended to restrict demand 
M * r P r isi»gly narrow limits and to create very con- 
omn, ! 0Ca1 excess capacity. 

declined 'in "n 55 * ncre£ tsed in certain European countries and 
Genman rpnn <-' s un< ^ er the influence of the new frontiers, the 
I araiion payments in kind, technical development. 
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a pre-war annual increase of I per cent. The output » 
did, however, grow considerably. This relative relrogwssi 
mast important source of power, in spite of the great expansion 
of manufacturing industries, is of course to be explained by 
growing use of other sources, such as oil and water. It has been 
calculated that the increased use of these two sources of cner S> 
for purposes where coal would have been used before the war 
lias reduced the demand for the latter by 200 million tons 
annually. Further the technique in the use of coal was much 
improved, and considerable economies effected. The price ol 
coat varied a great deal from country to country, owing to the 
Influence of import duties, subsidies and differential transport 
rates. The export prices wen* low compared with costs of pro- 
duction in most mines. Nevertheless, supply was maintained 
partly because mines deteriorate rapidly if they an* not worked, 
partly because of the artificial stimulus afforded by Governments 
and coal cartels. Bui tlic productive capacity of several countries 
was not fully utilised. Monopolistic regulation of coal markets, 
which was considerable, did not succeed in stabilising conditions 
from a world point of vi»w. 

Mineral oils of courrc developed in an entirely different 
maimer. In contrast with • hat of coal, the output of mineral oils 
increased mvr 100 per cent from tO?ft to 1929. Many new oil- 
fields were discovered ami developed and technical progress was 
rapid. For instance, the new* “ cracking " piorcss raised the 
percentage of benzine obtained from oil by 50 per cent. In 
spite of the large influence of certain international concerns, 
production tended to exceed demand at existing prices. It 
proved exceedingly difficult to restrict output, as new wells were 
opened up ami worked even when prices were low. Further, 
well-owners were afraid to stop production, as oil might he 
drained oft hv another well m the same field in the neighbourhood. 

a«w| e i S «m ' I ns ;‘>T to ,‘ h r ,,f 192K. declined in 1927 
and U_x. while i.i 1929 a slight advance oecurred. The level 
oi prices w these vvirs was lonsidm-d low, hut. j n view of the 
loiisiderabie improvement in the technique of production, it 
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Chart 6. 



Sources : Stocks : London and Cambridge economic Service. 

Production : Statistical Year-Book of the League of Nation*. 
Prices : Standard Statistics. 


* Stocks : Xort h and South America (re lined and blister). United Kingdom, 
Havre, Japan (ai! kinds). 



had been formed and had acquired the control of 00 per cent of 
world production. Export prices were maintained on a high level, 
especially in 1029. The high prices stimulated an expansion oi 
production in mines with relatively high costs. U seems clear 
now that capacity around 1929 was increasing above the level 
which demand could be expected to reach at the then existing 
prices. One factor which influenced the situation was the growing 
use of substitutes for copper. 

The prices of the most important other non-ferrous metals 
were lallmg in the years preceding the depression. For instance, . 
tlic price of lead fell steadily after 1925, except in 1929, syheii it 
was influenced by cartel policy. Slocks mounted steadily, as 
Chart 7 indicates” and output expanded in new mines with 
very low costs, it is difficult to escape the impression that a 
considerable surplus capacity was developing. 

The production of :/nc 'was also growing fast under the 
influence of technical progress. Stocks were rising, but were not 
considerable, and there is no evidence of over-production before 
1929. Tin production was also expanding, but stocks did not 
rise until the beginning of 1928. Since then, however, they have 
increased considerably. 

When it is borne in mind that the period 1928-29 was on the 
whole a boom period during which stocks might have, been 
expected to fall and prices to rise, the situation or non-ferrous 
metals strengthens the view that a certain tendency towards 
over-production was already showing itself before the depression. 
It is clear, however, that in some cases this tendency only began 
quite shortly before the turn in the business cycle. 

The iron and sltcl industry had increased its capacity during 
and after the war for many reasons. New mines had been dis- 
covered in oversea countries, expansion for war purposes had 
taken place, German industry had been modernised during the 
inflation period, the destroyed French works bad been recoil- 
struct cil and up-to-da^e emrr , IC nt had been introduced : in 
general, the rational is"' . the industry had been rapid. The 

mult was a great in-.' .acity, much m excess oi demand. 

The smaller volum ,vay construction since the war reduced 
one important souk* ot demand for iron and steel. Further, 
scrap-iron was being used to a greater extent in (he production 
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bi anccd. Pr. os had been falling simhtlv in the 
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Chart 7, 



Sources : Slocks : London and Cambridge Economic Service. 

Production : Statistical Year-Book of (he League of Nations. 
Price : Standard Statistics. 


* Slocks in the United States and visible supply in the United Kingdom. 
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Unlike Hull of other Imsir commodities the monopolistic 
organisation of iron and steel was sufficiently strong to bring 
about a certain stabilisation of the market, in spite of the met 
that it only embraced producers on the Continent of Europe. 
Not onlv (he Continental Steel Cartel, but also producers in 
other count rn <. pursued a policy of adapting output to demand 
in order to maintain prices. In iiew of this fart, the situation 
was not so unstable as a mere study of the relation between 
c.ipacdv and probable demand might give reason to believe. 

In the case of nitrates, technical progress had been specially 
rapid both in Chile and in countries producing synthetic nitrates. 
The increase o! production bad been remarkable and very large 
stocks bad accumulated. Prices were on a lower level Ilian before 
the war, but this did not prevent large profits. Tendencies 
towards over-production were evident. 

One general impression arising from a detailed .study of these 
and other raw materials stands out. The conditions of supply 
were in almost all cases such that a drop in prices due to a decline _ 
in demand could not be expected to produce an immediate and 
considerable reduction of supply. This inelasticity of supply 
could not but make lor violent price reductions should a business 
depression arrive accompanied by a reduced demand. In this 
respect, the situation of raw- material industries included nn 
clement of instability, which has always manifested itself during 
previous depressions. 

To what extent over-production or tendencies in that direction 
existed in 192&-29 is another question. That this was the ease 
with rubber, timber, copper, nitrates and sonic others seems 
clear. But it must be remembered that a situation without any 
tendencies towards over-production hardly ever exists and that 
therefore conditions during these years' were not neccssnritv 
different from those which prevailed at other times. 

Two circumstances, however, perhaps suggest the evistena of 
unusually strong tendencies towards over-prodmtion during 
these years. Monopolistic regulation of prices unaccompanied bv 
corresponding regulation of oulpw* had led to an augmentation of 

slrKm,, h rf'-S“' a ' me ,l " ' li,a ' 11,0 laU ‘ [ »•»« »" 1 - 
K5J? 1 w! , T t? '* 3 ’ " " " h “' h , ' ! " 1 1 »-™ >»« ive 

SEE w J rrv”' 01 , a t** 3 <* »«<* ■» ««k 

gSj,i° i’Jfl ol ‘■'•V™ ''sitacily and demand. 

v 2 fnfi ’ bo J m I’"”' 1 ■“ >l.f business cycle ; 
consequuitlv, the tendency of raw' materials to fall m nriee and 
«f stocks to rise indicate some underlying tendencies towards 
mer-pro, Suction. In other words, while a Considerable excess of 
production over consumption — i.e., over-production in a narrow 



the existence of an excessive and unbalanced productive capa- 
city in a large number of them -under the general economic 
conditions prevailing in 1928-29 points to the conclusion that 
the situation was highly unstable. This conclusion is however 
uncertain and tentative. 


C. Manufacturing Industries. 

After the above brief account of structural changes and 
incomplete adjustment, the conditions prevailing in the crude- 
food industries and in the production of raw materials, it is 
necessary to examine from the same point of view the situation 
of the manufacturing industries. It is of course only possible 
to give a few brief indications. Many of the lasting or semi- 
permanent changes in demand or in conditions of production 
which appeared after the war called for fundamental readjust- 
ments of production and trade. Many new commodities, like 
rayon, radios, gramophones, motor-cars, etc., acquired a consid- 
erable and rapidly growing importance and it is clear that the 
simultaneous introduction of so many articles tended in several 
indirect ways to create maladjustments between demand and 
productive capacity for these and other goods, thus contributing 
to instability before trade had regained its normal balance. 

Given, however, the prevailing lack of flexibility and imperfect 
adaptation to ends, readjustments, however necessary, can only 
take place slowly. 

The result was that many industries found themselves 
possessed of a productive capacity greatly in excess of what 
was required to meet the effective demand at prices which 
would cover the costs of the majority of producers. That many 
industries had this experience during the post-war period is 
borne out by the figures for idle plant, as well as by the high 
level of unemployment in certain countries, 

The existence of surplus capacity on a large scale is of course 
no new phenomenon ; it existed before the war during certain 
phases of the business cycle. There is reason for believing, 
however, that surplus capacity during boom periods of the 
business cycle was in those days relatively small compared to 
its extent in 192S-29. Further, fixed capital tends to play a 
growing role in manufacturing industries, so that the existence 
of unused capacity has become all the more serious. 

The excess capacity in certain industries and countries 
was to a large extent the result of the economic changes caused 
by the war. It has already been mentioned that the special 
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war needs caused an expansion of certain industries, such as 
iron and steel, m excess of peace-time requirements. 

The war also gave an impetus to the industrialisation ot 
certain Jess industrialised countries. Manufacturing industries 
in such countries as Japan, China, India and the British 
Dominions, expanded at a rapid rate, and this continued after 
the ret urn of peace and more norma) conditions of international 
trade. Such a development -was particular? serious for industries 
■which, like the British textile industry, had their eliief export 
markets in these countries and had extended their capacity m 
expectation ol a large demand as soon as the war was over. 

Another factor which made for a lark ol adjustment between 
productive capacity and demand was the creation of new political 
frontiers in Europe. Many plants were cut oil from their old 
markets by Customs barriers along the new frontiers, behind 
which new factories crew up and satisfied local demand. Further, 
the period «p to 1925 was charnrtirised by a rapid and almost 
general increase in the height of import duties on manufactured 
goods, which rendered difficult adjustments of productive 
capacity, that, in industries with much fixed plant, could only 
take place slowly. This economic adaptation was hindered and 
made still more difficult by the frequent alterations introduced 
into tariffs. 

The rapid technical development during this period and the 
deep-going changes tn organisation, commonly called *' ration- 
alisation ”, were factors which increased the need for adaptability. 
There would seem to be reason to believe that this rationalisation 
movement proceeded at a more rapid rate than before the war, 
although the evidence is chiefly circumstantial. New machinery 
was introduced on n larger scale than before, as shown by the 
enormous expansion ot the machine-producing industries. The 
growth in output of manufactured goods took place in manv 
countries with no, or only a small, rise of the number of workers. 
Unfortunately, very little material is available to illustrate 
directly the increased productivity in manufacturing industries. 
In the United States, the annual increase in output per man 
,.as 35 per cent in the period 1922-1927, nhile the ( IgU r, s 
1 'K2 are not mod, nhove tho-o tor 1005. In Sweden there 

ys little increase rent 19!;, to 1921), lint in the tolloning nine 
S' ,™ 1 "? 3.9 per cent. In German.-, the 

emph*}" - workers seems to have been not quite‘5 per 
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appears to have increased by 10 per cent from 1907 to 1924 
and by 11 per cent from 1924 to 1929 1 * : 


Tabic X. — Productivity in Manufacturing Industries 
in the United States and Sweden. 

United Kingdom 1 United States ! Sweden 3 

1915 4 100 100 

1920 91.8 102 

1922 109.4 124 

1924 100 113.2 125 

1926 126.6 ' 132 

1927 106.8 127.2 133 

1928 106.8 136 

1929 110.7 143 


Sources : Recent Economic Changes in the United Stales, New York, 1929, p. 454, 
Arbclsloshclens omfattning, Jcarakiar och orsakcr (The Magnitude. 
Character and Causes of Unemployment.) Stockholm, 1931, p. 205. 


It is possible and indeed probable, however, that rationalisa- 
tion increased productive capacity more rapidly than actual 
output. The effects of this rationalisation do not seem to have 
shown themselves on a large scale until after 1925, when the 
re-organisation had been largely carried through in many indus- 
tries and countries. Under the influence of continued rationali- 
sation, the productive capacity in the years before the depression 
had greatly increased and its utilisation seems in many industries 
to have been appreciably lower than during earlier boom periods. 
Failure to recognise this fact and consequently to scrap old 
machinery and to liquidate less efficient firms contributed to 
the increase of capacity up to the end of the boom, not only in 
new industries where demand was growing, but also in old 
industries with little hope of a greatly increased future demand. 

That certain new trades like the motor and the radio industry 
expanded beyond the limits of possible demand seems indubitable. 
The former industry in the United States had a capacity of almost 
eight million cars, but even in boom years, when demand for 
expensive consumption goods was inflated through speculative 


1 Report by (he Committee on Finance and Industry, London, 1931, page 309. 

* Annual output per worker employed. 

5 Output per hour. 

4 Swedish figures for 1913 are not available. The American figure for 1915 
was 1 per cent higher than for 1913, 
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TVic factors mentioned above and other cjitwnstanw* 
contributed in the creation in many lines of industry of actual 
and crowing surplus capacity in the years preceding the present 
dcpnLiotu Tile cotton, textile, enginming nn<i shipbuilding 
industries nil bad a large capacity m cxcessevenoftlR-demand 
in Wift. which was artificially stimulated by the ^ 

The lack, of balance in the development of the diJTmnt 
industries in various countries was of course rcffcctcb in w- 
employment. Unfortunately, it is impossible to say to wlut 
extent” unemployment was larger Ilian before the war, hut the 
following figum- show clearly that it was ronsHicraWc, varying, 
however, widely from country to country- 

Table XI — Per rtntage of Tradr Vmon Members 
Unemployed in September tb2i‘-l‘)2S. 
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Table XI. — Percentage of Trade Union Members 
Unemployed in September 1926-1928 (continued). 


Year 

Canada 

United 

Kingdom 

Netherlands [ 

Sweden 

1926 

3.3 

HI- 

7.2 

9.1 

1927 

3.1 


6.7 

8.4 

1928 

2.2 

EH 

4.8 

7.8 


There is no evidence that surplus capacity was accompanied 
by low profits in tnanufacturing industries as a whole. In Great 
Britain, earnings in per cent of total ordinary and preference 
capital in a number of joint-stock companies was 10.5 per cent 
in 1927, 11.1 per cent in 1928 and 10.5 per cent in 1929. These 
figures are not typical of British manufacturing industries as a 
whole and are not strictly comparable owing to changes in the 
capital of the companies included, but they make it probable 
that profits were fairly satisfactory. In the United States, 
corresponding figure' for 1928 is 12 per cent and for 1929 13 
per cent. The diffeience in the position of British and American 
industries was, however, probably much greater than these 
figures indicate. Though equally comprehensive statistics for 
other countries are lacking, it is clear from the indices of share 
values that conditions in manufacturing industries were generally 
prosperous. 

The fact that considerable surplus capacity in a number of 
industries went hand-in-hand with good profits suggests that 
the price policy pursued may adapt itself to conditions of constant 
- surplus capacity and prices may be fixed accordingly without 
any agreements between competing firms. 

The existence of surplus capacity on a large scale naturally 
stimulated the development of monopolistic tendencies. National 
and international cartels were created to enable manufactuiers 
to restrict cut-throat competition and to charge profitable 
prices. Such cartels in many cases tended to maintain surplus 
capacity by keeping alive turns which would otherwise have 
succumbed. The limitation of output in certain industries in 
order to keep up prices furthermore tended to increase the 
demand for other commodities and thus to increase productive 
capacity in other industries more than would have been the case 
if the former commodity had been sold at a lower price. This 
effect of a growth in the monopolistic organisation on excess 
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capacity is, however, only one aspect of its influence on the 
present depression. 

Monopolistic tendencies involve an important change in the 
whole of an economic system founded on free competition, 
which may well have had a great influence on the business cycle 
in many different ways. Certain forms of inflexibility may 
exercise' a stabilising influence, while others make for larger 
fluctuations. This question will be touched upon in Chapter VI. 
There is, however, less doubt that the failure of the economic 
system to adapt itself to more or less permanent fundamental 
changes of a structural character must tend to make it less 
balanced and stable than it would otherwise have been. For 
instance, a return to the gold standard at a higher parity than 
corresponds to domestic price and wage levels makes it necessary 
to adjust the latter m a downward direction, if harmony between 
the various economic elements is to be achieved. It seems 
certain that monopolistic price and wage policies ami other forms 
of economic friction were partly responsible for the fact that the 
situation in 1923 was characterised by so much maladjustment. 
Another development which is generally believed to have taken 
place in business policy may have had a reverse influence. It 
U generally consid'red that surplus capacity in many industries, 
as well as'thc rise of tariff watts, has increased the practice of 
dumping. U dumping is erratic — that is, if sales abroad are made 
spasmodically — it must of course tend to disturb the normal 
currents of trade and introduce, an element of instability. 

In the field of retail marketing or manufactured goods several 
far-reaching changes took place during the period under review, 
among which may be mentioned the growing importance of 
chain stores. From the point of view of the present problem, 
another change is, however, of greater importance — namely, 
the growth of instalment selling. This practice has probably 
tended to reduce demand for goods of a durable character 
during the depression, as a pari of the consumer's purchasing 
power had already been used to buy goods before the depres- 
sion ret in. The consume- is less willing and less able during 
times of economic diflia .y to pledge his future income for new 
instalment purchases r,„d may be under an obligation to pay 
« a .* ,ncurrei1 *»>' writer purchases. Tims the fresh 
?™7j or su( * goods is reduced. For other countries than the 
Lmled States this factor has however, been of very small 
importance. - ' 

The various factois mentioned above have of course played 
f , in different countries. Without entering 

upon an analysis of these differences, it is sufficiently clear that 
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structural changes, followed by a slow and insufficient adjustment, 
have made for instability of the economic system. Some reasons 
for this slow adjustment have been given above, but it should 
be added that the existence of a business boom in several countries 
in 1928-29 has exercised a great influence in this respect, as 
it made the situation appear much better balanced than it 
actually was. 


D, Relative Prices and Wages. 

In the previous sections of this chapter, the structural changes 
and lack of balance have been discussed from the standpoint 
of individual industries. They may also be regarded, however, 
from the point of view of relations between large groups of indus- 
tries — e.g., those producing primary products (foodstuffs 
and raw materials) on the one hand and those producing manu- 
factured goods on the other. 

Evidence of a maladjustment or over-production of three 
types has been considered — viz., abnormally large stocks ; 
excess productive capacity and unprofitable commodity prices. 
This tendency of supply and demand to change in such a way as 
to produce any of these three sets of conditions in the near future 
has also been considered. 

However, whether prices of certain commodities are unpro- 
fitable or not, whether they cover costs of production or not, 
depends upon how the latter are computed. If the reward 
to the individuals employed in the production of these commodities, 
in the form of wages or other incomes, is reduced, then even 
what used to be an unprofitable price may be sufficient to cover 
these reduced costs. In a certain sense, it may be permissible to 
speak of over-production of certain commodities even if prices 
cover costs — namely, if the incomes which make up the 
various cost items are “abnormally” low. Over-production of 
crude food products in this sense exists, even though the 
cost accounts show normal interest on the capital invested, if 
this result is reached by paying very low wages to the people 
working on the farms. The main question then becomes, what 
wages are to be regarded as normal ? 

To answer this question is clearly impossible. Some people 
would be inclined to say that, if incomes in one group of industries, 
e. < 7 ., agriculture, have moved in the same way — risen as much e.g, 
since pre-war times — as incomes in manufacturing industries, 
then the relation is “normal” and production of the two groups 
of commodities in a balanced state. This opinion, however, 
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assumes that the relative incomes and prices in the pre-war 
years can be regarded as normal. There seems to he little inun- 
dation for such an assumption. 

Fortunately, for the purpose of an analysis of the question 
dealt with in this chapter. it is not necessary to find out anything 
concerning ** normal ” and “ abnormal ” income relations, a 
study which, difficult when conditions in one country are consi- 
dered, would be still more difficult in a study of the relation 
between products of industries from different countries. V nat 
matters from the point of view of balanre and stability of industry 
is not whether relative incomes, for instance those of fanners and 
town workers, haw changed since some earlier date, but whether 
an adaptation towards the new conditions has taken place or not. 
U farm incomes have recently been much reduced and farmers 
arc therefore unable to buy as much manufactured goods as they 
used to, then industries producing these goods will have a surplus 
capacity and some of their workers will be unemployed. Similarly, 
if coffee growers in Brazil have had their incomes reduced, Euro- 
pean and American export industries, working partly for the 
Brazilian market, will suffer. On the other hand, a reduction 
of the purchasing power of certain classes or a failure of such 
purchasing power to rise as much as that of others is compatible 
with general balance and full utilisation of the productive factors, 
if industry has had time to adjust its output to these new 
conditions. In other words, the point to which importance should 
be attached is whether production has adapted itself to the new 
stale of demand which is the outcome of a new distribution of the 
national income. 

The question to be answered is therefore whether, in the years 
preceding tlie depression, changes in the relative incomes of 
different groups of producers had taken place or were taking 
place. If the answer is in the affirmative, the task becomes one 
of analysing whet her this brought any changes in demand or other 
conditions to which industry had not adapted itself in the years 
immediately preceding the depression ; in other words, whether 
i ‘^stability and reduced power of resistance towards 
me attack of a business cycle depression. 

'}Y eUa b ,e statistics concerning the distribution of income 
!*“ Afressaiy to employ for a study of this problem 
o? as “ a , V3llaWe concerning the movement of prices 
to tw g i° UpS 0f c ?T 0d,lics - First attention will be given 
goot5son the oSie? rrodacts on the 0ne hand and of manufactured 

miStuidK °. f ™\ erial f“ primary products and semi- 



73 


S®asS2S^?«»sSS 

« nfmSn of price «*S^JJSSi extent, 

as are included in them be lace d on the absoi 
concentrated on the g , tors however, 

nrSen aUonmnce is -e $,££&. cacl, otlrer 
evidence drawn from sei primary P r °fL red goods in 

as possible clearly suggests £ han m anufactureci g 

ruled considerably ^ ®ffiut the entire ice 

for finished products were s 

indices for raw materials. 

• i Finished Products expressed 

Table XII. - Indices 0/ Prices 0/ mieria l Prices. 

„„ -Dn^ronlnaRS o Indices Ul 


Canada 

Denmark 

Germany 

Norway 



— j T 1922 

1928 

1922 

\ 

T Sweden 

, too U.S.A. 3 

119 U.S-A. 4 

105 1 

123 ! 
107 
121 

103 

104 
130 1 
111 1 
100 2 

106 6 
110 


1 — r7«7™ •» c '“ pi u,c 

- „*«■ *•* 

1925. The raw material mdice c0 mmod‘Ocs. 

1923. cm „ nf Labor statistics W^^corcb. 

Index ot Bureau of Laoor Ec0110 mic Besca 
ludir.es of National Bureau oi i- 
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Hart statistics lor a range ot years been given in the above 
table, it would have become apparent that the price discrepancy 
was greatest ta etch country during the various periods ot 
economic depression. With the recovery from depression then.* 
was a well-marked tendency for the indices to approach each 
other in ail countries. Even in 1923, however, manufactured 
goods appeal to have ruled relatively higher in price than raw 
matcrtjls (as compared with 1913) in many parts of the world- 
The only apparent exception among the countries included 
in the above table is Canada. A special analysis of the Canadian 
price statistics suggests, however, that, it groups including 
precisely the same commodities in different stages of manufacture 
were available, the indices for that country would show the same 
relationship as that observed in other countries. 

A more detailed enquiry into relative price movements in 
recent years, undertaken by the League of Nations with the 
assistance of certain national statistical offices \ offers strong 
corroboration of this conclusion. The figures below show for 
1928 the price indices of certain groups of semi-manufactured 
or manufactured goods as percentages of the indices of the 
raw materials from which they arc produced. 


1. Great Britain . . . Finished foodstuffs ...... 105 

2. Germany Semi-manufactured goods: 

(a) of mineral origin 110 

(bi of vegetable and animal 

origin IDS 

3. France (a) Finished foodstuffs .... 103 

fb) Semi-manufactured goods of 
vegetable and animal origin 
for industrial use . . .IOC 


lta 'y (•*) Finished foodstuffs .... 92 

fb) Finished products of mineral 

origin J 23 

(c) Finished products of \ege- 
\ table and animal origin for 

■\ industrial use. ..... , 115 

.1 u. sum.,,,. 

lulo Cent rale «U SunVuea l«r il>. f t 'i ch,aml and lUUan isll- 

have already been pushed tvS f /ff.. ' . ,, e , f . tftt< ?, tBdtcw - Certain of them 



In every case for which more or Jess comparable series are 
available (except Italian foodstuffs) the more finished goods 
had risen more in price since 1913 than the raw materials from 
which they are made. In general, the margin was least in the 
case of foodstuffs, which undergo less processing before final 
consumption, than industrial goods. 

An analysis of the prices of individual commodities in various 
stages of manufacture, from raw materials to finished form, 
also shows that, during the post-war period, the higher a given 
commodity stood in stage of manufacture the more had it risen 
in price since 1913. Such an analysis has been made for several 
years in the League of Nations Memoranda on Production and 
Trade ; in the following table are shown some representative 
indices for some of the more important countries for which 
serviceable data are available in official sources. 


Table XIII. — Prices oj Certain Manufactured 
Commodities expressed as Percentages of the Prices of the Raw 

Material employed. 

1928. 


United States 

Canada 

Wheat 

1 

Grain 

100 

Flour 

nil 

Flour 

103 

Bread 

n 

Bakery produce . . . 

124 

Calf skins 

1 

100 

Milk 

■ 

» shoes '. 

108 

» products .... 

■HU 

Hi 

Copper 

100 

Silk, raw 

100 

» wire 

10S 

» manufactured . . 

126 

Wood pulp 

100 

Lead 

100 

Newsprint paper . . . 

139 

» pipe 

136 
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CaflWKrfitf* « 7 »r S «rf as Pm«>f«$eS 0 / tie Prices a/ tie 
Material employed (continued!. 

[92S. 


Rye . . . . 

» flour . • 

Pigs - . . - 

Pork 

Cotton . 

Cotton yarn - . 



"1 

Wn 


l' 

m 1 

Wood 1 

100 


103 j 

Wooden articles . . . i 


■■ \ 

100 I 

Hides and skins - - * 
leather 

100 

m 


109 

Shoes ' ' ‘ 

130 

~~ i 

ioo ; 


! 100 


Cardboard 



j 106 

Paper 

I 129 


These indices happen to exclude some of the Industries wi 
which the greatest technical advances -were made in the nosl-war 
period, hut they are reprosentatvs'e of a -wide vangt of busiwss.- 
The relative prices in the years preceding 192S are similar to 
those shown vti tho tahic. 

One aspect of post-war change m the relative prices of 
primary and manufactured products on which attention has 
been particularly concentrated in recent ytars is the divergence 
in the price movements of agricultural and industrial goods. 
Relatively low prices of many crude loodstnUs obtained through- 
out most of the period 1922 . / IMS. After the crisis of (920-21, 
indyvnumben of ngrie. \Varai pure? were much Ion er than those 
of industrial go'dj. In 192? nod 1925, however, a considerable 
improvement t - t pla, i in tire position of agriculture in most 
countries : cer>~. prices rose markedly, as did those of many 
other agricultural products. I» 1926, however, prices of several 
important foodstuffs tike wheat again began to fall. In 1925, 
the discrepancy was less than in (922, hut in many countries 
it increased again after the former year. 

Itisnotsomitth the .absolute level of the prices of this particular 
class of raw materials which is of interest in the present connection 
as their level m ref.il ion fo ffte prices of other groups of products 
and, in particular, industrial products. The material for such 
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a comparison is not entirely satisfactory ; many of the existing 
indices of agricultural prices are based on pre-war weights and 
do not take into account the shifts that have taken place in the 
character of agricultural production in response to changes 
in the relative prices of different groups of farm products. These 
shifts, particularly over a long period of years, may be of con- 
siderable importance. 

The evidence presented by different groups of indices drawn 
up on various principles is, however, sufficiently uniform to 
afford a convincing corroboration of the figures already shown. 
For instance, the index-numbers of agricultural products were 
considerably lower than the general wholesale price index in 
most countries. 

Where group indices for agricultural and industrial products 
are available they point equally emphatically in the same direc- 
tion : in Germany, for instance, the purchasing power of the 
former in terms of the latter was 89 (base 1913 = 100) in the 
crop year 1924-25 and 93 in 1928-29 ; on account of the short 
cereal harvest of 1926-27, it rose markedly in that year. In 
Poland, official indices for agricultural and industrial products 
based on 1927 showed a relationship between the two groups of 
71 (industrial products = 100) in 1922, 90 in 1925 and 93 in 1928. 

In certain countries special indices of the prices of articles 
. purchased by farmers have been compiled. Throughout the 
period 1922-1928 they were considerably higher than the indices 
of the agricultural products, from which the farmer derived 
his income. 


Table XIV. 


. 

Agricultural 

Products 

Articles 
purchased 
by Farmers 

Relationship 
(Articles 
purchased 
by farmers 
= 100) 

Sweden 1 1922-23 

142 

169 

84 

1925-26 

147 

152 

97 

1927-28 

443 

152 

94 

ui S. A. 2 1922 

124 

152 

81 

1925 

147 

159 

92 

1928 

139 

156 

90 - 


Source : Index Numbers of Prices of Agricultural Produce, International 
Institute of Agiicullure. 

1 Base 1909-1913. 'The figures arc averages for two years. 

: Base 1910-1914. 
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In countries whose agriculture consists chiefly of meat or 
dairy farming, the discrepancy between agricultural prices and 
prices in general was much less than in countries where cereals 
play the greatest rdle. Animal foods ruled relatively high in 
price throughout most of this period. In England, for example, 
the index-number of agricultural prices stood as high as or 
higher than the general index-number of w holesale prices published 
by the Stalest in every’ year between 1922 and 1928, except in 
1921. This was due to the high prices prevailing for most fruits, 
vegetables, meats and animal products, which account for over 
three-quarters of the English agricultural price index, The prices 
of cereals and farm crops were much lower than those of other 
agricultural products and of commodities in general throughout 
the whole of this period. 

Table .W. — Price Indices of Agricultural and other Products . 

(Base 1913. unless otherwise indicated.) 


[Avrrage for the Year 


Country 




Australia. ! Cereals and vegetables 

1 Meat 

] Dairy Produce . . . . 
Metals and coal . . . 


Belgium 1 . 


Foods 

Fuels 

Metallurgical Products, 
Textiles 


France. . 


Foodstulfs . 
Minerals and Me*uh> 
Textiles 


Spam . 


Foodstuffs 
Metals . . 
Textiles . 


United 
Kingdom . 
(Economist) 


Cereals. 

Minerals 

Textiles 


1922 

192S 

148 

157 

113 

161 

156 

166 

180 

183 

33$ 

879 

121 

825 

33S 

790 

■132 

1,121 

- 

845 

— 

522 

— 

810 

m 

176 

152 

118 

119 

151 

151 

153 

150 

115 

181 

165 


‘ ApnJ 1914 -■ 100 
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It should not be concluded from the ahoA r e discussion that 
the price situation in the period 1922-1928 was such as to place 
the producers of foodstuffs in an inferior economic position to 
the producers of other raw materials. In the latter part of this 
period, indeed, foodstuffs in general ruled relatively higher in 
price than mineral and metallurgical products. In Table XV 
above, certain group indices which, though far from being ideal, 
afford some evidence of value on this point, are shown. The 
groups are never identical in composition and the figures for 
one country must not be compared with those for another. 

The above table shows that the relationship between the 
prices of foodstuffs and other classes of raw materials changed 
markedly in favour of the former between 1922 and 192S. Since 
1924, foodstuffs have ruled relatively higher in price than minerals 
and metals in almost ever}' country considered. The only excep- 
tion to this statement in 1928 was Australia. The position in this 
country must be ascribed in large ‘measure to the effects of the 
tariff, which keeps up the prices of most industrial products, 
while the price of those crude-food products of which Australia 
has a net export surplus are naturally determined by world 
market conditions. 

It is not necessary to draw attention to the relatively high 
level of textiles in all countries throughout the period considered. 
Flax and wool ruled particularly high ; in 1926-192S, both these 
commodities were more than double their pre-war price. Silk 
was also relatively liigh until 1926 ; in that year the competition 
of artificial silk began to be felt very severely and silk prices 
fell steadily. Cotton prices reached their maximum in 1923 or 
1924; subsequently they dropped steadily and recovered some- 
what during the general upward movement of 1928. 

The' tendencies indicated in the above table may be further 
illustrated by the special indices of various groups of raw mate- 
rials prepared by certain national statistical offices in connection 
. with the League of Nations enquiry into relative price levels to 
which reference has been made above. Some of these indices for 
the year 1928 are shown below : 


Table XVI. — Price Indices of Various Groups 
of Raw Materials, 1928 (1913 = 100.) 


Raw materials of vegetable and ani- 
mal origin : 

(a) for foodstuffs . ;. . . . . . 

(b) for industrial use . . . . . . . 
Raw materials of mineral origin . . . 


Germany 

Italy 

France 

129 

529 '■ 

565 

139 

522 

777 

116 

416 

540 
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A scries o! mdwiramlwts relating to *’ Joods ’* ynd*' non-* 
foods " compiled by the American National Bureau o< Economtc 
Research i/ol part »cu>ar interest tMtbMigUt tt ««<wj 
price movements of those groups in diJlmnl stages o» matin 
facture. 


ToMf XVII — Price Indices of Various Groups of Commodities 
in ibr V nil fit States. 

(1913 =* 100 ). 


! 

Ml ' 

Prod-JOTi’ , 

Cn»j> drUlntd , 
(nr human < 

<ODM)n>?ll»Tl j 

ConMirrwn’ Hood* 
pfoct'irtl 


fundi .Voofoodi 

food* 

rowii \ 

Non roods 

1922 . . - 1 
1921 . . . i 
1926 ... 1 
192S ... ! 

13« 

m i 
1 U9 1 
I 151 ; 

i 

; 165 1 

tco 

isi 

1 22 | 131 j 
i m t i3s 
13S 135 

110 132 


SB 


Foodstuffs n group fell more than non-foods during the 
depression o l 1920-21 ; they gradually rose in price while the 
latter fell quite steadily since 1923 : by 1933 the two groups 
stood at practically their pre-war position. The /nods index in 
the first series above, however, contains manufactured as well 
as raw products ; suoWarlv with Uift. won-foods index. Columns 
(2) and (3) give indices for these two groups which am more 
clearly divided according to stage of manufacture. Producers’ 
goods destined for human consumption can he taken as roughly 
equivalent u> raw materials and partly manufactured goods 
(such as wheat and pour, eotfo.t and cotton yarn), while the 
indices for consumer' goods 'elate entirely to manufactured 
products ready for eocsuotpuoh (such as' bread and cotton 
piece goods). The f odstuFs in the former group stood somewhat' 
lower in price (J: a non-foods in 1922. hut ihev had acquired 
their pre-war equilibrium with the latter bv 1921 and rose 
twuSAderwUy between that year and 1923, while non-foods tell 
simwy. Tlic relationship between the indices for consumers' 
goods is of quite a different character •- non-foods stood very 
much higher in. price than foods throughout the entire rwriud. 
ITie margin between foodstuffs m t} te producers’ stage and 
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ready for consumption diminished. It was very much less than 
(he margin between other commodities in these stages. 

These indices do not confirm the view sometimes held that 
the greater part of the discrepancy between the prices of goods 
in different stages of manufacture is to be explained by the large 
number of wholesalers and other dealers ; this number is, on the 
whole, probably proportionately larger for foodstuffs than for other 
articles. The explanation is rather that foods characteristically 
undergo fewer and simpler processes of manufacture on their 
way from the primary producer to the ultimate consumer. The 
above series clearly suggest that over the period 1922-1928 
price relationships in the United States tended to move to the 
advantage of the producer of raw foodstuffs and that (as measured 
in relative prices) his position in the latter part of this period 
was more favourable than that of the producer of other raw 
materials. 

The effects of all these changes in relative price levels on 
the extent and character of international trade in the post-war 
period were considerable. Attention may first be directed to 
changes in the barter terms of trade between industrialised and 
raw-material and food-producing States. An examination of the 
import and export price indices of Stales whose imports or exports 
consist chiefly of one of these groups of commodities shows 
that throughout tin's entire period the States exporting manu- 
factured goods were able to buy their imports of foodstuffs and 
raw materials relatively cheaply, while the Slates exporting crude 
foodstuffs and raw materials had to give up a much greater 
quantity of these products than in 1913 in return for the same 
amount of manufactured goods. The discrepancy between the 
import and export price indices was greatest in 1920. With the 
recover}’ from the crisis of that year, the indices tended to move 
closer together until 1925 ; between 1925 and 1928 the movement 
was less regular. 

In the following table are set oul the gold import and export 
price indices of certain representative St ates. The first three Slates 
are primarily exporters of manufactured goods and importers 
of raw materials ; in 1928, for instance, manufactured goods 
accounted for about 75 per cent of their exports. The last three 
States export chiefly raw materials and import manufactured 
goods ; in the year mentioned raw materials and foodstuffs 
accounted for a similar proportion of their exports. The fact 
that the highly industrialised Slates enjoyed favourable barter 
terms compared with 1913 throughout the whole period emerges 
clearly from the following statement which shows how many 
units of its exports each of these countries had to give up for 
100 units of its imports. 

G 
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Table XVJII — Terms of Exchange in 
(Us*c 1913 - 109 .) 

Importers of Itaw Jlnifriols and foodstuffs. 

Germany 

Switzerland 

Ended Kingdom * 

Exporters of flqip Materials and Foodstuffs. 

Argent jno 

India 

Dutch East Indus • • 


International Trade. 
192 t 1928 1923 


105 

95 

95 

92 

91 

97 

82 

S2 

81 

13G 

137 



117 

112 

105 

us 

120 

122 


The peculiar position of Germany in 1921 is obviously due to 
the depreciation m the value of the currency which «t that time 
made exports of all hinds of goods cheap relatively to imports ; 
after the re-\.iluaho» of the mark, this phenomenon disappeared 
and the German export and import indites show the same 
relationship as those of other industrialised States. 

Many causes have contributed towards this discrepancy in 
the movement ot prices of primary products and manufactured 
products. We must consider, in the first place, the various 
factors affecting the relation between crude foodstuffs and 
manufactured goods. The relative rise in Die prices of Ihr latter 
need not depend upon a greater increase in nominal wages or 
incomes in manufacturing industries, hut may be due to increases 
of other cost items. There can, for instance, be no doubt that 
taxation has weighed more heavily on the later stages of produc- 
tion. After the war, most States were left with a greatly increased 
burden of expenditure on the service of public debt ; further, 
taxation was increased in order to provide for new expenditure 
on social purposes and in some cnees on armanu nts. The depressed 
condition of agriculture resulted in the mam burden of the new 
taxation being placed on man”/pct«r.«g nduvtms. A large part 
of the social expenditure hr- ta be home direct Iv bv workers 
and manufacturers through the payment of social 'insurance 
premia, and in other ways. An obvious example of a common 
post-war tax which affects a mif-cturing industries more than 
primary production is the turnover tax When imposed on 
each exchange of goods which takes place on the way from the 
V hc - 5™ 1 Procedure, this tax naturally increases the 
fl ! ushed product more than that of tlie raw material, 
also affect manufacturing industries to a 
* ha ? a 2 rtcuICt >re, In which individual or family 
enterprises dominate. 
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There can be no doubt, however, that one important reason 
why relative commodity prices have moved in the way indicated 
above is that wages and incomes in manufacturing industries 
have risen more than in agriculture. The following wage data in 
Table XIX illustrate this movement. 

A comparison between wages in industrial and agricultural 
pursuits is rendered difficult on account of the fact that a large 
part of agricultural wages normally takes the form of payments 
in land — i.e. board and lodging. For several countries, indices 
making allowance for this fact are available ; these indices show 
clearly that in certain countries such as the United States and 
Sweden, where there has been no special legislation enforcing 
minimum wages in agriculture, the rise in wages of agricultural 
workers since before the war has been considerably less than in 
the case of industrial workers. 


Table XIX. — Indices of Nominal Wages of Industrial 
and Agricultural Workers. * 

(Pre-War Base.) 




192-1 

1928 

Australia. . . . 

Industry and Agriculture 

171 

183 


Agriculture 

174 

194 

Canada .... 

Industry 

184 

1 88 


Agriculture 

197 

196 

New Zealand 

Industry and Agriculture 

123 

164 


Agriculture 

153 

165 

Sweden .... 

Industry 

211 

224 


Agriculture 

190 

185 

Great Britain . 

Industry and Agriculture 

170 

170-175 


Agriculture 

156 

176 

U. S. A 

Manufacturing Industry. 

211 

224 


Agriculture 

163 

163 


Source : International Labour Office. 


* The indices shown are completed by different methods and arc not comparable 
from country to country nor, in all cases, from group to group within the same 
country. In Australia, those for both undustry and agriculture refer to weekly rates 
of men ; in Canada, industry — hourly rates of chiefly skilled men, agriculture — 
nnminl rates of men ; in Great Britain, industry — weekly rates of men and women, 
agriculture — weekly rates of men ; in New Zealand, industry — weekly rales of 
men, agriculture — weekly rates of men and women ; in Sweden, industry — dailv 
earnings of men, agriculture — annual earnings ; in the U. S. A., industry— 
Weekly earnings of skilled and semi-skilled men, agriculture — daily rates. 
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In all countries, except Australia and Canada, industrial 
wages rose considerably more than agricultural wages between 
1913 or 191 1 and 1921 fin the Umtcd Kingdom, special minimum- 
wage legislation for agricultural workers was introduced alter 
that year, with the result that the indices for the two groups ol 
wage? stood at about the same level in 192S. In most countries 
which had no special legislation of this kind, industrial wages 
rose a little between t92i and 192S, while agricultural wages 
remained steady or fell. Thus, the wage discrepancy was 
somewhat increased. 

The cost of living has of course risen in all countries since 
before the war, but not so rapidly in most cases as money wages. 
In practically every country for which data are available, real 
wages in 1928 stood well above the pre-war level. The rise is not 
comparable from country to country on account of the different 
methods of constructing the indices. For manufacturing workers 
it appears to have amounted to some 35 per cent in the United 
Slates, 32 per cent in Sweden, 25 per cent in Switzerland, 18 per 
cent in Australia and so on. In view of the fact that the national 
income of all these countries was rising, an increase in wages did 
not necessarily indicate any change in the distribution of that 
income. Tire rise in the Teal wages, of agricultural workers, if 
computed with the aid of the usual cost-of-living index, has, 
however, been less than for industrial workers, but to some 
degree the difference may be compensated by the fact that the 
cost of living has not risen so much tor farm as for town workers. 

These figures refer only to wages of agricultural workers 
and not to incomes of independent farmers, who constitute a 
considerable proportion of the people working on the land. Cost 
accounts and other data indicate that the net money incomes 
of independent farmers haveirt ihnny countries risen' less than 
agricultural wages. Thus, the discrepancy between the movement 
of incomes of producers and industrial workers is greater than 
the figures above indicate. 

There are of course many reasons for this movement of 
wages and incomes. They can all, however, be dealt with in 
terms of changed conditions of supply and demand. The rapid 
technical progress in food-producing industries has been discussed 
above. The increase in demand was probably not proportionate. 
Hence, a declining percentage of the world’s population was 
needed ui food-production. A change in human activity did, as a 
J llace ; Evidently, however, the population 
L ? i t ld enough to restrict supply «* 

oodp^srfitou^to cna hie wages and incomes »i agri- 
2 ) * ,^- UC ,V 5s ln . otlier industries. In other words, the 

mobility from agriculture to other industries was insufficient. 
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In certain countries such as Canada and Australia, however, 
where the technical progress in certain food-producing industries 
was particularly rapid, there was of course no need for a reduction 
of the population on the land. On the contrary, in certain areas, 
it was necessary that a 'rapid increase should take place. Agri- 
cultural wages rose in these countries as much as wages in manu- 
facturing industries. 

It is not necessary to consider here all the influences which 
checked the movement of labour from the land to other occupa- 
tions. One factor was the existence of considerable unemployment 
in manufacturing industries in most countries, which made it 
very difficult for farm labourers to obtain work in other industries. 
In some countries, trade unions pursued a policy designed to keep 
wages high in important industries. 

In the world as a whole, a relatively small reduction of the 
food-producing population would have been sufficient to cause a 
relative rise in the prices of crude foodstuffs, owing to the fact 
that demand for food products is relatively inelastic. In some 
countries, however, higher prices of foodstuffs would have led 
to an expansion in food industries still greater than that which 
actually took place. Hence, a correspondingly great reduction of 
the crude-food industries in other countries would have been called 
for. 

Somewhat similar causes contributed to the fact that raw- 
material prices fell in terms of manufactured goods. Technical 
progress was, as explained in the previous section, very rapid in 
several raw-material-producing industries. One factor which, as 
has already been mentioned, tended to keep down demand for 
l’aw materials was that the rising standard of living frequently 
brought about a demand for finer qualities rather than for a 
greater quantity of goods ; or a 'demand for services rather than 
for commodities. The possibility of carrying out a rapid contrac- 
tion of the people employed in raw-material industries was in 
many countries small — for instance, in the countries in an 
early stage of economic development where manufacturing 
industries were weak. Higher duties on manufactured goods 
stimulated the expansion of these industries in such countries 
and thus tended to make a transfer of labour in this direction 
easier. This, however, is only one side of the influence of tariffs. 
The policy of increasing import duties on manufactured goods 
pursued by certain raw-material-producing countries also affected 
the economic situation in an entirely different way. It caused 
surplus capacity in manufacturing industries in other countries, 
raised average costs of production and made manufactured 
commodities relatively expensive. Consequently, the total 
volume of production of such commodities and the demand 



lor uw materials wm*> reduced. It is povuble therefore that a nwtv 
liberal tariff policy, ullhoufih it would have made an expansion 
of mai»uf.ii tunug industries in the raw-mat trial-producing 
countries more difficult. would have fcd fo refat r cel v higher prices 
of primary products. This xcim all the more probable as in many 
countries the existence of high import tariffs for manufactured 
goods untie it possible to lift wage ami income levels in the 
pro t nice! industries in a way which was impossible in export 
industries and primary industries alike. It has been characteristic 
of the economic situation in many countries alter the war that 
wages in the so-called sheltered or home-market industries have 
nsen considerably more than wages in non-sheltcred or '* compe- 
tition " industries, tf the wage movement m agriculture is coin* 
pared with the moxvinenl in the latter group of industries, the 
discrepancy is considerably smaller than the figures above indi- 
cate. In oilier words tin'" exceptional increase of wages in the 
building trade and tn some industries working for the home 
market has contributed in no smalt degree to the shift in price 
and wage relations to the disadvantage of primary industries. 
Unfortunately, vorv scanty material is available to throw light 
on this question, la Denmark earnings per hour in the second 
quarter of 1927 were 20 per eent higher in 1 1 typical home market 
industries than in 11 typical “competition" trades. A special 
analysis or conditions in Sweden has given the following result : 

Table XX — Earnings per Hour for Male Workers in 192S. 1 


Competitive induslries 0.29 

Sheltered home-market industries 1 . . 0.31 
All industries 0.30 


Another factor which helped to maintain higher prices of 
manufactured commodities anil higher incomes of those employed 
m their production was that a rc>tndion of sunidv in cases of 
excess capacity could be aehievid more easily than in raw-mate- 
n.U-fi reducing industries, at anx rate in so far as the latter 
worked for the world market and the former for local or national 
rnwRels. Hence, an agrecmeii 1 between a small number of pro- 
busi ^? s P°hry pursued by individual producers 
d f rccted prevent unprofitable prices through 
restriction of output was relatively easy to maintain. In row- 
an* Owwter 

Stockholm. mi Py t> ’ K-linUnde. 1. 1. 

• Dots not laclade the buiW.n S m*. 



material industries, on the other hand, the numerous attempts 
to restrict supply broke down as already explained. 

The facts described above seem to point clearly to the exis- 
tence of a lack of balance and consequent instability in the years 
preceding the depression of such a character as to constitute at 
once a contributory cause and an impediment to rapid recovery. 
Ithas already been mentioned that many manufacturing industries 
had a considerable surplus capacity, especially among those 
designed for a large export to overseas countries, many of which 
were dependent on the production of primary commodities. 
Greater purchasing power in these countries, as well as in the 
hands of farmers elsewhere, would have made larger sales of manu- 
factured goods to them possible and would thus have made for 
harmony between capacity of production and demand for such 
commodities. 


E. Movement of the General Price Level as a Special 
Cause of Maladjustment. 

Post-war Inflation and Deflation. 

In the years preceding the depression the movement of 
wholesale prices differed very markedly from countiy to country, 
as Chart 8 shows. 

In some countries where currency inflation had taken or was 
taking place prices were rising, in others they were falling as a 
result of a more or less deliberate policy of deflation connected 
with a return to some form of gold standard. If all prices and 
wages had moved in the same direction and if old contracts 
had been adjusted accordingly, such changes in the purchasing 
power of money would have had little or no influence on economic 
relations. In fact, however, certain prices are much more flexible 
than others and the terms of old contracts are usually not altered. 
As a result, considerable movements of the general price levels 
have a pronounced influence on relative values, on the distribution 
of income, and on economic life in general. For instance, wages 
usually move less rapidly than wholesale prices ; costs of pro- 
duction therefore tend to be relatively high in countries with 
falling prices and lelatively low in countries with rising prices. 
No doubt, the gold value of wages in certain countries — as, 
for instance, France and Belgium — in 1928 were relatively low 
and in other countries — such as Great Britain, Italy or Norway 
— where nominal wages had not been reduced to the same extent 
as prices, relatively high. Tins applied not only to home market 
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industries, which were little affected by international competition, 
but also to export industries. 

Retail prices also showed a tendency to lag behind wholesale 
prices — that is to say, were relatively low in countries with 
rising prices and high in those with falling prices. This tended 
to make real wages in the former countries higher and in the 
latter countries lower than they would otherwise have been. 
The pressure to raise the nominal wage level in countries with 
rising prices was thus weakened and the reduction of wages in 
countries with falling prices was rendered more difficult. 

Certain wholesale prices are of course more flexible than 
others. In general, prices of commodities which are little affected 
by international competition (home market prices) adjust them- 
selves much more slowly than those of import or export com- 
modities or goods which compete directly with them. Yet there 
is little doubt that, in countries with a rising price level, the 
costs and prices of export goods tended to be relatively low in 
terms of gold, while in countries in which prices are falling they 
tended to be relatively high. 

For many non-standardised commodities, international com- 
petition was not sufficiently complete to prevent a country 
from selling large quantities of products at somewhat higher 
prices than its competitors, but the volume of exports from such 
a country naturally tended to decline. 

Thus price maladjustments tended to affect international, 
trade and the whole economic situation in a number of different 
ways. Unemployment was aggravated in countries in which 
the price level was falling, while the reverse was true in countries 
with a rising price level. The barter terms of trade (the terms 
at which the various countries exchanged their goods) moved 
to the advantage of countries with high .gold prices, but they 
bought this advantage at the cost of a reduced volume of exports. 

Table XXL — Import and Export Price Indices of Deflationist 
and Inflationist Countries, 1924. 

(Gold indices based on ti'ade values; 1913 — 100.) 

Deflationist Countries 1924 Inflationist Countries 1924 


Czechoslovakia. , Import 145 France Import 143 

Export 146 Export 126 

Sweden Import 117 Germany .... Import 134 

Export 151 Export 128 

Switzerland . . . Import 144 Hungary .... Import 146 

Export 157 Export 119 

United Kingdom. Import 141 Italy Import 118 

Export 162 Export 109 
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Such inequalities in price movements and the fact that old 
contracts were not adjusted, naturally affected the profits realised 
by different industries. Profits have tended to be lower in export 
industries than in home market industries in such high gold- 
price countries as Great Britain, and the reverse has been true 
of countries with a depreciated currency. The export industries 
of such countries have, on the whole, had difficulties in realising 
normal profits in view of the relatively high costs. For this 
maladjustment of costs and prices the high taxation in post-war 
years has often been held responsible. Costs other than taxes 
(in so far as they constitute costs) might, however, have been 
adjusted downwards either as a result of technical improvement 
or price or wage reductions. The inflexibility and the height of 
taxation has been only one aspect of the incomplete adapt- 
ation of costs and prices to the new conditions resulting from 
a return to the gold standard at the old parity. 

For a considerable period after the earlier depression of 1921, 
s> process of readjustment of price relations took place in countries 
with more or less stable monetary conditions, lit other countries, 
however, the currency inflation tended rather to increase mal- 
adjustments, especially up to the year 192G. There can be no 
doubt that, in 192$, international price relations were very far 
from what might be called normal or natural. This is illustrated 
by the following table. 


Table XXII. — Wholesale Price Leech in 1928 (Gold Indices), 
(Base 1913 or 1914 = 100.) 


Australia 

British India . . . 

Norway 

Japan 

Peru 

China 

Denmark . . . . 
Canada . . . 
Dutch East Indies 
Netherlands . . 
Sweden .... 
New Zealand . . 
Finland .... 
Switzerland . | 

Spain 

Czechoslovakia . 


164 

168 

160 

159 


153 

151 

149 

149 

148 

147 

US 

145 

111 

143 


United Kingdom . . . 
Germany. . . . 

u. s. a: ; 

Hungary 

Italy (Milan) 

Bulgaria 

Austria 

Lal\ la 

France 

Belgium 

Estonia 

Egypt 1 

South Africa 

Poland .... 
chile ; ; ; 


M0 

M0 

140 

135 

131 

133 

130 


122 

121 

120 

120 

120 

110 
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The above table shows that tj>| jj ,0v ™aried widely from 
country l« '« mM that identical indices 10 ^ „ orma l. 

’directly compa J well « £& pH» 
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tlie general tendency of g resale prices 
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tended to rise in some countries a 
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paper-money countries had a very low wholesale price level in 
terms of gold in 1922-23 — e.g., in 1922 the German index in 
terms of gold was about 20 per cent below the 1913 level. In 
a sense, the currencies of these countries were under-valued and 
it was to be expected that their gold-price levels would rise as 
currency conditions became more stable. Other countries, such 
as Sweden and Switzerland, had by this time already passed 
through a period of deflation, but, as the decline in certain 
values had been sluggish, their gold-price level was still relatively 
high. In such cases it was equally natural to expect some decline 
in gold prices. For these reasons among others, prices moved 
differently from country to country and it is difficult to speak 
about the movement of the world price system as such. 

In order to obtain some indication of the world movement, 
a study of the movement of prices in countries with more or less 
stable currency conditions during the whole of the period in 
question, or at least from 1924 onwards, is necessary. It should 
be remembered that most of the countries in which prices tended 
to rise are necessarily excluded ; the result is therefore somewhat 
biassed. 

The table is inconclusive. Price reductions seem to be 
somewhat more numerous and considerable than price increases ; 
but, in view of the selection of countries, it cannot be regarded 
as proved that the trend of world prices was downward, although 
the inference that there was a very slight downward tendency 
may perhaps be justified \ In the United States, the price level 
declined by about 5 per cent between the first half of 1923 and 
the first half of 1929. A partial explanation of this movement 
was no doubt the bumper crop of 1928, which must have tended 
to depress the price level of 1928-29 one or two points. The boom 
in 1929 was, however, much more violent than in 1923 and a 
slightly higher price level in the latter period might have been 
expected on that account. As prices were actualy lower in 1929 
and failed to rise during the boom period 1928-29, it may be 
reasonable to infer that the trend of prices in the United States 
was slightly downward. (See Chart 9.) 

If it be assumed that world prices were falling slightly, 
the question arises whether this movement tended to provoke 
new maladjustments in various price relations — whether the 
situation in 1928 would have been more stable and the ensuing 
depression less severe had the world price movement been 


1 In the memoranda submitted by the various National Economic Councils and 
Research Institutes, different opinions concerning tins question were put forward ; 
it was considered m one or two of them that world prices had long shown a 
clear downward tendency, in others that this was true only from 1926 onwards. 






As productivity develops at different rat es in different countries 
and as general conditions vary widely, it is natural to expect 
variations in the movement of wholesale prices trom country 
to country. Hence, however the world price system may mo'c« 
some adjustments of international price relations will be necessary. 
As already observed, it is impossible to ascertain what general 
price movement calts for the minimum of adjustment on the 
whole. 

A Maladjustment in Monetary Organisation. 

The movement of prices in different countries discussed 
above helped to produce a maladjustment in the monetary 
systems of the world and in the distribution of gold. The 
actual distribution in 1028 is shown in the following table : 


Table XXIV. — Cold Slocks and Surplus Gold in 1028.' 
$ (000,000‘s). 


Country 

■ .'SB 

[SerpJus Cold* 

Argentine >• 

610 1 

! 117 


223 

167 

Braz.il 

140 

1 13 

France 

1 1.259 

130 

Germany 

1 6GG 

• 300 

Japan 

511 

6 

Spain 

! 401 

i 150 

United Kingdom 

1 751 

: 178 

U. S. A 

, 1,1 II 

! 1,120 

Total of countries given 

World 3 

j 8,810 

1 10, 172 

! 2,529 
| 2,676 


, In thc Iast resort, international gold movements nra due to 
rne state of the balances of payments. A tendenev towards a 
negative balanee under certain circumstances causes an efflux 
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of gold, while a tendency in the opposite direction may provoke 
gold imports. In fact, such movements are certain* to occur 
unless the reserves of foreign exchange are used to keep the 
balance of payments in equilibrium. The position of the balance 
of payments in most cases depends mainly on the state of the trade 
balance, which in turn is influenced by the relative level of prices 
and wages in different countries, as well as by the obstacles, 
such as tariffs, which are put in the way of international commo- 
dity movements. The balance of payments is also affected by 
changes in international capital movements. The normal 
working of the gold standard implies that, in a given country, 
an influx of gold resulting from a certain state of the balance 
of trade and of its international capital transactions leads to 
an expansion of credit and a reduction of interest rates. In 
this way, purchasing power is increased and the balance of trade 
moves in a negative direction ; the decline in interest rates, 
further, stimulates the export and checks the import of capital. 
Thus the balance changes ; the inward movement of gold is 
arrested and possibly even reversed. In countries which are 
losing gold, the reverse process takes place. 

Since the war, this mechanism has failed to work efficiently. 
The United States credit did not expand in proportion to the 
gold imported. Such expansion as did take place as the result 
of the influx of gold was used at certain periods for purposes 
of speculation rather than to increase the demand for commo- 
dities ; hence it affected the import and export of goods only 
indirectly and to a limited extent. Further, the sale of foreign 
goods in the United States was made increasingly difficult by 
the introduction of new and higher tariff barriers ; the forces 
making for a reversal of the gold movement were thus checked 
and the influx of gold continued. 

Tins influx did not of course continue without interruption : 
changes in international capital transaction were not completely 
offset by variations in the trade balance, but led to changes in 
the movements of gold. Increased net lending abroad tended 
to reduce the influx or even cause an outflow of gold — in 1928 
almost $400 million — while a reduction of the lending operations 
caused gold to move to the United States. The closeness of 
the correlation between capital and gold movements is seen 
from Chart 10. 

In the case of France, the increase in gold reserves in 1928 
and 1929, due mainly to a change in international credit 
movements which have been described in greater detail above, 
had little time, before the depression started, to call forth a 
corresponding expansion of credit and thus affect the trade 
balance sufficiently to arrest the inflow of gold. Further, for 



Chart 10. 
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Balances of Capita, 
VsncD States. 



a number of reasons, the fall in interest rales did not lead to 
an increase in French capital sports such as might have been 
expected in pre-war times in similar circumstances. The fact 
that in 192S France had enormous floating assets abroad but 
relatively little gold and the confute i attraction of gold to 
France tinder these conditio",-, would ->eem to reflect the lade 
of stability of the world ccuuuuuc situation m live years before 
the depression. 

Thvis, in 1928, the international economic situation — with 
regard to the relation of national price levels, tariffs, international 
lending and the distribution of gold — eras undoubtedly suffering 
from a lack of balance 
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F. The Instability or the Economic Situation 
abound 1928. 

The economic situation of the world at a given moment is 
never balanced and stable. Hence the instability before the 
present depression cannot in itself be regarded as explaining 
why this depression has reached a degree of severity unattained 
in pre-war crises. The question arises therefore whether there 
was in 1928 any factor which made for an instability greater 
than that normal at other limes or before the war. Only if 
that question can be answered in the affirmative is it possible 
to explain the severity of the present depression partly by 
reference to antecedent conditions. 

It is well known that business cycles have been rather 
different in countries in an early stage of economic develop- 
ment and in those with a more mature economic system. 
Hence, it is evident that the economic structure has much to 
do with the character of the cyclical movement. It is therefore, 
a priori, probable that structural changes in the woild economy 
will affect the way in which the business cycle develops. It is 
also probable, as has already been mentioned above, that a 
lack of stability or balance may lessen the power of resistance 
of the economic system to the disturbing tendencies of an economic 
depression. Of course, the world may still be prosperous in 
spite of surplus capacity and the existence of maladjustments, 
but this-fact — which is borne out by experience — only proves 
that such circumstances are not sufficient to cause an economic 
depression. It does not prove that, when other factors contribute, 
the depression wall not be aggravated by unbalanced circum- 
stances. 

Examining the question from the angle of demand, it seems 
probable that factors which make for a stable demand tend to 
mitigate depressions, while those which lead to heavy variations 
in demand tend to intensify them. From this point of view, 
the influence on the present depression of the factors briefly 
discussed in previous sections and also of certain others is 
clearly apparent. 

First, tendencies towards a growing surplus capacity in the 
production of certain important foodstuffs and raw r materials 
as well as in manufacturing industries made the situation 
unstable. If in a given industry there has long been a sub- 
stantial excess capacity and the industry has adjusted its 
sales and its replacements policy accordingly, the unstabilising 
influence may not be very serious. Wherr economic depression 
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occurs, the industry nm! not be more disturbed than it would 
have been had its capacity and output been more normal relative 
to demand. If, however, the productive apparatus has been 
expanding immediately before the depression more rapidly than 
demand, then the sudden arrival of bad trade conditions clearly 
reveals the existence of a considerable surplus capacity, not 
only in comparison with the reduced demand, but also with 
more normal demand. Thereupon, all demand for replacement 
and of course all new investments immediately fade away. 
Moreover, the prices at which the products of such an industry are 
offered for sale are likely to drop much more than would have 
been the case had the sales policy liven adjusted to theexisteuce of a 
surplus capacity for a longtime previously. Such a decline of prices 
causes a great change in the distribution of income, a fact which 
may upset general demand conditions to a considerable extent. 
For instance, a heavy drop in the prices of primary products 
will reduce the incomes of certain new countries and lead to a 
culting-down of their demand for manufactured goods from 
other countries. It is necessary to stress the fact that a failure 
to realise in time that productive capacity is outrunning future 
demand must make for instability of investment. A. similar 
influence is exercised by continuous changes in tariff policy 
as well as by the failure of industry in general to adapt itself 
quickly to changing conditions. This instability of investment, 
or in other words the tendency towards a rapid decline in demand 
for investment goods daring depressions, is one of the most 
potent factors in intensifying the slump. This point will be 
further discussed in Chapter VI — C below. 

High and increasing inventories arc another cause of insta- 
bility. When prices start falling nobody wants to carry stocks 
and therefore everybody is anxious to reduce their actual stocks 
as quickly as possible.' Thus, the greater the stocks the more 
quickly will the demand for new commodities fail off. If large 
quantities of commodities are in the hands of loose monopolistic 
organisations which are apt to break d own once the decline of 
prices has begun, then the position is all the more unstable, 
the volume of commodities put on flic market will then be 
subject to a large increase at the very time when demand Is 
restricted. As a matter of fact, the existence of such organisations 
may well increase instability even if they have not led to a 
», 0 ' stocks but only to a previous 'restrict ion of output, 
tile break-up of agreements to restrict production may under 
conditions lead to increased output at the very times 
the s-!™ 1S fa Iu n§ a ” d m3 - th(,s affect Prices in very much 
ay ** thc existence of large stocks. On the oilier 
hand, strong organisations which control output in such a way 
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that abnormal slocks never accumulate may exercise a stabilising 
influence. 

The lack of balance in the situation may lie, not only in surplus 
capacity or large stocks, but also in an unbalanced price system. 
The relative prices of different commodities or commodities at 
different stages of production and of the various factors of 
production may have a more or less abnormal relation to one 
another. If, for instance, cost elements are not adjusted to one 
another and to prices, production may be unprofitable ; a further 
decline of prices when the depression advances may in consequence 
be more serious than it would otherwise have been. Naturally, 
if through one circumstance or another, production does not 
pay even under good trade conditions, the financial position 
of the companies and firms concerned is weakened. Hence, the 
arrival of a depression is likely to endanger their future existence, 
to deteriorate their credit, and lead in some cases to reconstruc- 
tions and bankruptcies. Although such financial processes need 
not necessarily affect productive activity, in very many cases 
they will in fact do so. A weak financial position of conside- 
rable groups of industries must therefore tend to intensif}' 
an economic depression. In some cases this is what actually 
happened. Before the depression, production was being conducted 
at a loss in, for instance, large sections of the British cotton 
and coal industries. Unadjusted costs may also mean exceptionally 
large profits, a fact which under certain conditions tends to 
stimulate new investment and create surplus capacity. The 
failure of adjustment of various cost elements is often approached 
from a special angle. Manufacturers feel that taxes and social 
charges are too high and are chiefly responsible for the fact that 
total costs cannot be reduced to a profitable level. There is, 
however, no reason why taxes and social charges should be 
regarded as the residual element to be satisfied only when wages 
or any other charges have been covered. Certain elements in the 
cost accounts are, it is true, always more or less fixed. Difficulties 
arise if there are not the required number of sufficiently flexible 
cost items, allowing an adjustment of total costs to a level in 
correspondence with selling price. 

A special example of the failure of the various cost elements 
to adjust themselves to one another was to be found in Central 
Europe, where rates of interest were, for well-known reasons, 
on a very much liigher level than before the war. The effect 
of this on the profitableness of new technical processes, neces- 
sitating an outlay of capital, and of long-time investment in 
general — for instance, in buildings — does not seem to have 
been always sufficiently realised. In some cases, investments 
were made in very much the same way at an interest level 
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of 10 per cent, as it might rightly have been if the rate had 
been only half this figure. When productive capacity can be 
fully utilised, such expensive capital investment may have no 
serious effects ; when, however, during an economic depression 
plant can no longer be worked hill time, the necessity of paying 
high rates of interest is likely to bear heavily on the financial 
position of the industries concerned. 

The divergence between the movements of wholesale and 
retail prices is often quoted as an outstanding example of nn 
incomplete adjustment of prices and costs in the post-war 
economy. In most countries, retail prices fell much less than 
wholesale prices during the early post-war depression and in 
a great many they remained considerably above the level of 
the latter throughout the whole period under review. 

Although for various reasons the real margin is considerably 
smaller than it appears when current indices are studied, 
comparable indices computed for certain countries show beyond 
doubt that retail prices had in 1928 risen more since pre-war 
time* than wholesale prices. The existence of this wider margin 
has frequently given rise to the argument that by not passing 
price reductions — in foodstuffs for instance — on to the final 
consumer, the retailer has prevented that expansion of demand 
which would have helped to sustain the prices of the primary 
products. But the continued spread between wholesale and 
retail prices is largely due to the fact tiiat the changes in the 
cost of retail distribution since pre-war days have not followed 
the same course as the changes in the cost of production of the 
commodities handled. Great technical advances were made in 
the production of all classes of goods, while corresponding 
advances were not made in methods of retailing. In many 
countries, the distribution system is still characterised by the 
existence of large numbers ol small establishments operating 
with small turnover and high costs ; such establishments indeed 
ha\e increased considerably m number since before the war. 
For tins and other reasons, little reduction in the costs of 
retailing has been possible. At the same time, manv of the 
changes that have been effected in the character of retail trade 
since before the war have been in the direction of increasing 
setter service is demanded ; the practice of delivering 
■v 0 -* 5 . ca,,TO 8 for orders lias spread, and a greater proportion 
no \' *? W on credit - Finally, consumers have been 
E t0 bu >' in shops which do not display 

their goods attractively and with costly fittings. ' 

mm i °X. ever ’ tbal fhe costs of distribution have risen . 

weTl wtes ‘in tb\ ?*** ° f i m ? duclicm for another reason as 
wen . wages m the transportation, building ami retail trades 



have mon considerably more than wages in manufacturing 
industries and in agriculture in most countries. This means 
that workers in the former occupations have been able to increase 
their consumption somewhat at the expense of consumers in 
general. If does not seem probable, however, that this change 
in the distribution of income has affected demand in such a 
way as to create, in itself, a seiious discrepancy between demand 
and supply conditions. Hence, neither this circumstance nor 
the fact that retail costs have not been subject to the same 
reduction as production costs in terms of human effort seems to 
afford evidence of a lack of balance creative of instability in 
the years before the depression. 

Another factor of a somewhat different character which 
undoubtedly also helped to make the position in 1928 unstable, 
by increasing the chances of considerable changes in economic 
relations, was the position of Russia. As later experience has 
shown, Russia was able to appear suddenly on the world’s 
markets as a great exporter of certain commodities, such as 
limber and wheal. The additional supplies thus placed on the 
world markets naturally tended to unsettle the balance that had 
been reached. On the other hand, these sales rendered Russia 
a market for machinery and oLher commodities. 

In recent years, the obstacles to international migration 
have been much greater than before the war. Countries with 
a large excess of births over deaths have only to a limited degree 
been able to alleviate the pressure of a rapidly glowing population 
through emigration. It is doubtful, however, to what extent 
this fact made the economic situation in post-war years less 
balanced than it would otherwise have been. The farming 
population and the production of foodstuffs in Europe might 
have been reduced through emigration to oversea countries, but, 
if the immigrants had been employed on the land, the tendency 
towards over-production of foodstuffs would have been streng- 
thened. Whether increased emigration from Europe would 
have reduced unemployment in manufacturing industries there 
is uncertain. 

It has been much discussed whether the post-war economic 
world possessed a smaller psychological stability in general 
than during pre-war times. It has been said that the experiences 
during and after the war of sudden and forcible changes could 
not but make people prepared lor new violent disturbances. 
Tims, it is argued, a drop in prices would be less able to call 
forth demand now than before the war, because society had 
got used to considerable price changes. Unfortunately, it is 
scarcely possible either to prove or disprove that changes of 
tills sort have taken place. The conspicuous lack of confidence 



towards the end of 1930 and in 1931 may be the result of the 
depression, ami not the consequence of a weakened psychological 
stability m existence biiore tlie depression started. The optimism 
m the spring of 1930, which put a brake on the slump in economic 
activity, tends rather to substantiate the view that the business 
psychology had not become more hesilant or unstable. The 
gravtts of political events and the instability of financial condi- 
tions could not. as the depression proceeded, but create a wide' 
spread feeling of pessimism. 

The tack of balance and the structural changes which have 
been described above do not of course m themselves explain 
the depression which followed. As already mentioned, the 
world u. never balanced or stable, and yet periods of prosperity 
succeed periods ol depression. H seems certain, however, that, 
if such factors as ha\e just been described are at work, depressions 
caused by other factors wall be intensified. Consequently, the' 
following account of the present depression cannot be given 
except against the background of at least a very brief description 
of the economic situation of the world in’ the immediately 
preceding years. 



Chapter III. 


BUSINESS-CYCLE TENDENCIES IN THE LAST 

DECADE. 


In the previous two chapters, some observations have been 
made on the influence of changes in the structure of the economic 
organism. It is usual to make a distinction between factors 
causing such structural changes and cyclical factors which 
lie behind the wave-like movements of trade — usually described 
as the business cycle. This is a somewhat vague distinction : 
among other reasons, because economic science has not yet been 
able to ascertain the causes of this cyclical movement. Most 
economists agree, however, that business-cycle tendencies are 
connected with variations on the capital market — i.e., in the 
relation between savings and investment and in the production 
of producers’ and consumers’ goods. There seems to be a certain 
uniformity in the variations of these elements which make it 
fruitful to group them under the heading of factors making for 
cyclical trade fluctuations, while treating such circumstances as 
new tariffs, inventions, and new tastes as belonging to a different 
group of factors which have a more or less constant influence on 
the structure of the economic organism. Evidently, this distinc- 
tion is auxiliary to the handling of the enormous mass of material 
which must be considered in any account of economic develop- 
ments. The economic situation is never affected by changes in 
factors of only one kind. On the contrary, all trade fluctuations 
are under the influence of both types of variations. 

Changes in the volume of output in manufacturing industries 
and in the volume of trade are the chief characteristics of business 
fluctuations. Such changes, which are constantly recurring, vary 
greatly in degree. The depression in the year 1903 in the United 
States, which was hardly noticeable in Europe, can be quoted as 
an example of a minor trade fluctuation. The booms in 1900 and 



1907 anil Hie following depressions were a little more pronounced, 
but less pronounced than the depressions in the ’seventies and 
’nineties of the last century. It is probable that the seventy oi 
these earlier depressions was due to the fact that cyclical factors 
made for a slump under conditions which structural factors had 
made extremetv unstable. In other words, in such cases it ts 
correct to diagnose a combination of structural and cyclical 
depressions. . 

M,mv economic authorities believe that the pre-war cyclical 
ftaduat’ions in trade occured fairly regularly at intervals of about 
forty months and that there was' a tendency towards a business 
lycl’e of this kihd in all countries which had reached a certain 
stage of industrial development. 

The course of events during the last fifteen years has been 
so largely determined by the destruction and dislocation caused 
by the \vnr that the underlying forces of a cyclical character have 
been in a huge measure concealed. Indeed, their very existence 
has been denied. A brief study of the rconomic development of 
certain individual States may’ however, help to throw some of 
the underty ing forces into relief. 

The feverish nost-war activity was followed by a severe 
depression in 1920 and the following years. It was much more 
pronounced in certain countries than In others. In some, n 
fall in the price level aggravated conditions, while inflationist 
countries suffered less owing to the stimulus given by rising 
prices. General recovery came surprisingly quickly. In 1923, 
commodity prices nearly everywhere stopped falling and busi- 
ness conditions improved. In England, the Netherlands, Swe- 
den,* Italy, Czechoslovakia, Brazil and the Argentine, definite 
recovery seems lo have begun some time in the second half of that 
vear, while in other countries it had already been in progress 
for some time (Denmark, Austria, Australia), fii the I’nitcd 
States and Canada, where the improvements had started in 
1922. the summit of a minor cyclical w„\e was passed in the 
middle of 1923 ; ami (Ivse countries entered upon a brief nliase 
of declining activity. * 

The 1921 recession in North America was not felt in European 
countries. Thus m England, Sweden. Norway, Sir ilzerlwd, 
v ranee, Italy, Spain, Germany, Czechoslovakia. Portugal and also 
in Brazil, the Argentine and Australia production was increasing. 
• ,.5*®* twropeaa countries were feeling the effects of the 
initiation of a policy of deflation, and Poland, Estonia, Hungary, 
a ?- Ft ' !!artd were faccd by special difficulties ; but 
dec?n P d ? n f Th 1{ ‘ e5 " tfrC - 1,ot ,. d . Irectf iV r oIated to the temporary 
dichne in the economic activity of North America. 

the year I92o was marked rather bv a tendency towards 
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decline. In many countries, economic activity was adversely 
influenced by the effects of deflation or stabilisation. The United 
Kingdom, Finland. Poland, Austria, Hungary, Norway, Belgium, 
Switzerland, Portugal, Brazil and Australia experienced recessions 
varying in intensity. Conditions in the United States and France 
were active, but a' temporary decline could be observed in the 
middle of the year. Czechoslovakia was nearing the end of a 
cyclical expansion. In Germany, the upward movement stopped ; 
the second half of 1925 saw a rapid decline. On the oilier hand, 
Canada, Spain, the Argentine, Japan and India were still in the 
upward phase of the cycle. 

In the last quarter of 1925, production in England registered 
an advance which was more than seasonal and continued until 
1926. But the coal dispute and later the general strike in 1926 
paralysed all branches of production. These events, however, 
tended to benefit for the moment certain countries such as 
Germany, Belgium, Sweden and others whose products direct!}’ 
competed with those of the United Kingdom. In other countries 
special depressing factors were at work — e.g.. production in 
France, Spain and Italy began to recede, largely on account 
of monetary difficulties'. 

During the year 1927, the movement was much more uniform 
and general — internationally — than at any other time since the 
post-war depression. Currencies were stabilised and the gold 
standard or gold exchange standards adopted by most of the 
countries which had not done so before. There was a clearly 
marked tendency towards expansion of production and trade. 
Only countries where monetary factors were adverse (e.g., France, 
Italy, Denmark, Norway, Roumania, Brazil, Japan) or where 
civil disturbances occurred (e.g., China) failed to share or to share 
fully in the increasing prosperity. In France and Italy, the 
deflation crises were overcome and the third or fourth quarter 
of the year bi'ought a certain revival. Some countries — e.g., 
Australia — enjoyed a high degree of prosperity. It was only in 
the United States and in Canada that the second half of the year 
showed a short and relatively mild recession ; it came about three 
and a-half years after the 'previous recession in 1923-24, thus 
making a cycle of almost forty months. The temporary standstill 
and re-organisation of a leading firm in the automobile industry 
exercised a depressing effect just at that time. 

The general improvement in the world economic conditions 
is reflected in the behaviour of capital markets. The international 
movements of gold changed their direction and went from west 
to east ; easier money-market conditions were experienced 
on the important markets. Security prices rose substantially in 
most countries. The rapid decline on the German stock exchange 



was exceptional and was caused by action on the part of German 
authorities directed to tins end; some other markets, however, 
followed the German lead. . . 

The tendencies to expansion observed in 192* continued in 
1928 and, on the whole, were intensified. In some countries, 1 
industrial activity as well os transactions and quotations on 
the stock exchanges attained boom proportions. In others, 
however — as, for instance, in Germany and certain cereal- 
producing countries — there was no further rise in the volume 
of manufactured products, but on the whole the level reached 
was maintained. Australia was an exception. The bad crop 
m the winter of 1927-2S exercised a depressing influence. In 
Finland, a slump in prices of timber and a financial crisis in 
the building industry caused a certain recession. Industrial 
production in England declined in the first half of the year; but 
in all probability this was only a temporary reaction from the 
exceptional activity m 1927 which followed the coal dispute. 

In the absence ol important monetary or other causes making 
lor a development along independent lines in individual countries, 
the tendencies towards a similar movement o! business conditions 
grew in strength. 

The beginning ol the year 1929 was very favourable in most 
countries. It is true that in Poland, Hungary, the Argentine, 
Canada, Czechoslovakia, Switzerland, production either remained 
stationary or even showed a somewhat declining tendency. 
Elsewhere, however — in the United States, England, France, 
Germany. Sweden, Japan and others — production continued 
to increase in volume ; in some branches of industry and in 
certain countries, hitherto undreamt-of levels were attained. 

As the year advanced, however, production tended to fall 
oil and, when the New York Stock Exchange collapse occurred, 
one country after another was drawn into the \ortcx. Produc- 
tion and trade contracted almost all o\er the world. 

Chart 11 may help to render clear the chances in business 
conditions which took t -liicr. 

The direction of the line* shows the tendency of the changes, 
and their density the intensity of the business activity. 

Hius, the risimr or falling lines indicate that business activity 
was moving upwards or downwards. The horizontal and the 
'iTtol lines shew that the level or activity was Initly stable 
!!* “ ‘“Si' level, respectively. In other words, ho'riiontal 

*£“ the country was sutlerine Iran a depression 
which on the whole grew neither better nor worse, while the 
itaSJi™.?®? 7 a' a constant level. The darker 

the U “ ' iSht " ,ht S ” ! ’ d ' mS 



CONSfECTUS OF BUSINESS CYCLES IN VaUIOUS COUNTRIES. 


109 






— 110 — 


This graph requires to he interpreted with care. It 5s intended 
to give only a general picture and certainly not an exact descrip" 
twn of conditions in various countries. It does not make possible 
a comparison of the intensity of the depression or the boom 
as between the various countries at a given date. 

The general impression conveyed is that there was very 
little uniformity in the movement of business conditions in 
different countries during the last decade, especially before 1527. 
Only in a few countries — such, for instance, as the United 
States, Great Britain, Canada and Czechoslovakia — can a 
cyclical movement with a period of three to four years be observed; 
and even in these cases the movements did not synchronise. 

Tliis impression is confirmed by a study of the indices of 
the volume of production for the years 1921 to 1028, which arc 
reproduced on Chart 12. The minor trade fluctuations in the 
post-war period seem to have proceeded in an entirely different 
way in different countries. It was only in 1927 that they began 
to coincide more nearly with one another (although in some 
cases in a very hesitating manner), until the present depression 
broke out simultaneously in a large number of countries in the 
autumn of 1929. 

Among the many statistical series of a financial character 
which might be considered, only one will be included in the present 
chapter, namely the movement of bond yields. VI ere again, as 
shown by Chart 13, the movements were Jar from uniform. 

Reasons for this lack of uniformity arc not difficult to find. 
Under certain conditions, national factors tend to dominate. 
They arc obviously likely to do so during periods of domestic 
inflation or deflation. It has already been mentioned that the 
crisis in 1921-22 was much more severe in countries which pursued 
n policy of deflation than in those where prices, after a temporary 
setback, resumed their upward movement. Finland almost escaped 
i™ !1 " lact ltat '* 'naintnined a stable price level 

from 1020-1922. Aueiher example of factors making for different 
business trends .» ditlerml .ountries is that an increas- in the 
import ol capital exercises , stimulating influence of very much 
lie same sort as a mild mliatlon, while a considerable increase 
e i °' p ' t! ' 1 "“J ,cnd 10 have • reverse eifect. 

i SS’W' s " c1 ' » «“!. loss of foreign markets, roust 
fSS te -n„ , ° lic|,rM ? “■“?*»"* “I Hie country in which 
afhetol mJ™ , ,r,' “ m , IC . C ' , '; ili ' w "' “ Austria n seriously 
y’ , throughout the last decade bv the erection oF new 
tariffs in surrounding countries, which shut off a hr«e cart of 
Austria,, industry from their pre-,v" markets. 6 P 
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In countries rvlricl. arc much d^e have often 
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dependent on conditio c se ff .contained territ countries 

depression than do the national f acto1 as se ems 

This of course is only ttnc “« or a very severe slump, as ^ ^ 

of the latter type do not ^ occasion in the Un !;^ r ^ effects 
to have been the cos de p VeS sion has very dependent 
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on manufacturing m t di f fcre nces between foodstuffs, 
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towards a fortv-montlis cycle before the war, hut, even if Hus 
is true, that tendency has frequently been counteracted in one 
country or another" by other factors. Even those countries 
which display the best evidence of such a cycle have experiences 
periods when the upward swing almost failed to make itseu 
apparent owing to the influence of structural factors of a depress- 
ing character. This was the case, for instance, in the middle of 
the 'nineties in the United States. 

In certain agricultural countries — as, for instance, Russia 
e\en tlie major trade fluctuations which culminated in the crises 
of 1000 and 1<)07 had very little eflect. This fact does not imply 
that Russia was unaffected by conditions abroad, but onlv 
that crop variations and changes in the price of wheat, which 
were far from following the movement of business cycles abroad, 
exercised a predominant influence. The case of Russia "' as * 
however, somewhat extreme. 

On the whole, the major trade fluctuations before the war 
asserted themselves almost everywhere, and the more pronounced 
the boom or the depression, the more similar the movement in 
different countries. However, the similarity may easily be 
exaggerated. So severe a crisis as that which occurred in Europe 
in the year 1000 bad very little influence in tlie United States 
and is hardly noticeable on the production curves in that country. 
It is useful to bear in mind one further fact concerning the 
major trade fluctuations before the war in any study of post-war 
tendencies ; tlie period between the highest and lowest points 
of the waves was far from constant. According to a well-known 
study of the business cycle in Great Britain 1 there were periods 
of 3, 5, 7 and S years, and two periods of 6 and 10 years, between 
the peaks from 1S57 to 1912. Between the low points there 
was one period of 7 and one of 11 years, two periods of 9 and 
three of 5 years. This certainly lends no support to the idea 
of regularity m the major trade fluctuations. 

A study of both pre-war and post-war conditions thus leads 
to the conclusion that trade fluctuations do not proceed in a 
regular fashion ; nor are they similar in all or in the majority 
ol countries except on very rare occasions. Such rare similarity 
is more surprising and more in need of explanation than the 
iiferenm at other times. Certainly in the last decade — a 
o{ -unusually strong nationalism —e. a. , as regards finance, 
ihn r;; c , htUe uniformity can be observed as far as 

fluctuations arc concerned. But in the post-war 
period, though the mmor fluctuations in economic activity 

“ BlU(nta Tla Prot, ' m to Stlling *•. KcwYorV, 
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varied widely from country to country, the two major depressions 
of the decade — that of 1920 and that of 1929 — made themselves 
felt throughout the whole compass of the globe, and if is with 
this type of phenomena that the present study is mainly 
concerned. 



Chaplet IV. 

THE PHASES OF THE PRESENT BUSINESS CYCLE. 


A. Bird's-Eye View or -run Cycle. 

The analysis in the last chapter makes it clear why it is 
difficult to state which year marked the beginning of the present 
business cycle which culminated in 1920 and has shown a marked 
downward tendency during the last two years. In most countries, 
business conditions were improving from 1920-1929 with only 
a slight interruption in certain of them during Hie latter half 
of 1927. Bnl agriculture is of course subject to special meteoro- 
logical influences which may not coincide with the husiness 
cycle. As described in Chapter II, the depression tendencies 
had begun to make themselves felt in agriculture as early as 
1928. For some time the increasing fall in prices was checked 
by keeping produce off the market and by accumulating stocks, 
but farm incomes were smaller in the 1928-29 period than in the 
preceding year. After the turn of the business cycle in 1929, 
the decline in the purchasing power of other industries caused 
a reduction in the demand for certain foodstuffs and the existence 
of large stocks during such a period intensified the drop in the 
prices of many foods. I fence, the situation of agriculture became 
more serious than it would otherwise have been, and the last 
two years have been characterised at least as much by an agri- 
cultural depression as by a business cycle recession in manu- 
facturing industries and trade (See Chart 14.) 

, J* is . ®f course impossible to give a precise date at which 
the business cycle turned downwards, but Chart 14 suggests 
that, viewed from a world standpoint, a change was taking 
place m the early autumn of 1929. Since that time the value of 
worn. trade and the wholesale price-index of commodities trailed 
„ T l ? Uo ?“ lly have bcm sub i ect to a continuous decline, 
uiher data of importance for judging the movement of business 



117 


Chari 14. 

The Value or the International Trade or Forty-five 
Countries, 1027-1931. 1 



conditions show a less regular development. The indices of the 
volume of production in manufacturing industries in certain 
countries given in Charts 15 and 16 indicate that the rate at which 
the depression has been proceeding has varied greatly from 
time to time. 

If the two years since the summer of 1929 be divided into 
four characteristic periods, the first would embrace the last 
half of 1929. Production curves in the majority of countries 
were already falling during the third quarter of the year, and, 
after the stock-market crash in New York, which brought about 
a dramatic fall in stock-market quotations in other countries 
• also, the depression gathered strength and proceeded rapidly. 
(See Chart 17.) 

At the turn of the year, there was a tendency in financial 
and business circles, particularly in the United States, to take 
an optimistic view of the situation and to assume that the depres- 


1 Total imports and exports in millions of dollars ; adjusted for seasonal 
variations. 
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Chart 17. 

Prices of Industrial Shares, 1927-1931. 
(1926 = 100.) 



Source : League of Nations Monthly Bulletin of Statistics. 
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sion would be of short duration. The export of capital from 
lending countries increased and a considerable rise took place 
on the stock market*. In the spring, the rate at which production 
was declining slowid down m most countries ; there was even 
an iniprovctmnl in the United States which went beyond the 
normal seasonal improvement. During this second period, which 
lasted til) the summer of 1930. manufacturing countries cither 
than the baited States had felt relatively little of the depression 
compared with those producing crude foodstuffs and raw* 
materials. Gradually, however, one manufacturing country; a ^ eT 
another was drawn into the rapid downward movement in the 
last half of the year. Curves of production, trade, stock-exchange 
quotations and commodity prices turned decisively downwards, 
and international capital movements on long term practically 
ceased. Certain countries such as France and the Scandinavian 
group, in which business conditions had been good up to the 
summer, now be can to feel the influence of reduced demand 
abroad, while the depression grew more and more severe elsewhere. 

' (See Chart 1H.) 

In the beginning ol 1931, the course of events of the preceding 
year was to a large extent repeated. The rate of the depression 
slowed down considerably. The volume of output in manufacturing 
industries increased seasonally and in some countries — such 
as the United States — even a little more. Pessimism became 
less acute and speculative shares rose rapidly on the stork 
markets. In many quarters, hopes were nourished that this 
improvement was to be the beginning of a real recovery. These 
hopes were, however, not justified, in May. the situation some- 
what suddenly changed lor the worse. Political and financial 
events caused discouragement and a withdrawal ol foreign funds 
from borrowing countries took place on a considerable scale. The 
discrepancy between interest rales in these and in lending 
countries increased. (Sec Chart 19) 

A feeling of pessimism was again dominant and the depression 
m P^riically all industries and ali countries in course 
? 1hose I P on,lls tllc depression seems to 

!?^a-J™ CC - e ^ ed “ ‘i t e fastcr ln Europe than elsewhere and 
unfmilST “““Y E J lr0 P'? n countries Uius became utmost ns 
unfnsourable as elsewhere in most other countries, 

B. The Boom. 

coniitiom duri5\h?" !,,e5s " 1 i? c! “P tc r >■> that business 
«* >»m in 1*3 varied 
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The boom was more pronounced during 1928 and 1929 in 
the United States than elsewhere. The output of producers’ 
equipment rose enormously, and much more than that of con- 
sumers’ goods. Among the latter it was chiefly those of a durable 
nature and belonging to the so-called new industries such as motor- 
cars, radios, refrigerators, etc., the production of which increased 
the most. This fact probably had some connection with the large 
profits realised on stock-exchange speculation which were partly 
used for the purchase of more expensive consumption goods. 
In other countries, there was also an increase in production 
during these years, but boom conditions were felt to a less extent. 
Unemployment was on the whole declining, though it remained 
on a relatively high level. In countries where agriculture 
played a large role, the reduction in the purchasing power of 
farmers from the beginning of 1929 counteracted the boom 
tendencies which might otherwise have developed. For Great 
Britain, the unsatisfactory conditions on certain overseas markets 
had a similar influence. In Italy, the progress realised from 1927 
to 1929 was relatively great, but this was probably due more to 
the fact that the antecedent deflation of the price level had 
adversely affected conditions in the first year than to a real 
boom in the following two years. 

The position of Germany was exceptional. The rise on the 
stock market had been broken as early as 1927 by a credit restric- 
tion deliberately imposed by the Central Bank. From the end 
of that year the domestic market weakened, although production 
and trade were maintained on a relatively high level. Towards 
the end of 192S, the easing of credit conditions, and the 
influence on German exports of good conditions abroad brought 
some improvement, and after the end of the unusually severe 
winter a considerable upward movement took place. The increase 
in production during the whole period 1926 was much greater 
in industries manufacturing producers’ goods than in those 
manufacturing consumers’ goods. This fact was due partly to 
the large foreign demand for machines and other manufac- 
turers’ equipment and partly to the rationalisation movement and 
the large volume of construction within Germany. 

It is one of the characteristics of this upward swing of the 
business cycle 1926-1929 that important industries producing 
consumers’ goods — for instance, the textile and boot-and- 
shoe industries — were never able to utilise their capacity to 
the full. In the United States, their production increased 
somewhat, as may be seen from the following table, but in certain 
other countries there was no increase at all. In Germany there 
was, indeed, a substantial reduction of output in the textile and 
boot-and-shoe industries after 1927. 
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Table I. — fade* of Industrial Production in Hie United Stales. 1 
(Monthly averages, seasonally adjusted, December 1927 = 100.) 
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Thus, the boom was rather a typical investment boom than 
a consumption boom. It is true that the output of the motoi 
industry, the radio industry and some other new industries grew 
very rapidly, but the increased purchases o! such commodities 
required investments ol savings no less than the purchase oJ 
machinery. Itt other words, durable commodities, whethci 
intended for production or for consumption, were increased ir. 
quantity to much greater extent than such less-durable consu- 
mers’ poods ns text lies and foods. It follows that a larger part o 
total income was saved and used for investment during the boon, 
period than during the preceding years. 

In utmost all countries, jhc period under review was charac- 
terised by an exceptional volume o( construction and a very 
nV ; n Si B \ A n . t<>a ds. Many economic authorities 
hold the View that this fact was one of the fundamental conditions 

■kimLh! 1 Tw ,vlly 11 *"■ ,hrec or ,Mr > rars this 
nES-S n » “*"* MC4 01 n«w rovls, liouses. 

i v«!n,2?.’ V • 11 d '' !“ *>' so'KlirO, rmu.reil on enormous 
"** «P'»t Harms ,«ch periods of lorgc S 
S.'h^S ™ .*?” >"“'o «>«!s ttran itattv# 

lotal o.,lpm • “ mnsWWc, n smaller proportion of 

... p“l"S,', l 'SS. n i“ n ' croi ?i ! I" 1 " movements in Chapter II 
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to some decline. For instance, llic index of finished products 
dropped from 107 in September 1928 to 104 in July 1929 in the 
United Slates. Raw material prices (compare Chapter II — B.) 
also fell somewhat. It should be emphasised, however, that 
throughout this period the prices of both finished products and 
raw materials, as well as prices of farm products, were on a 
higher level than in the summer of 1927. The highest point for prices 
of farm' products and raw materials was reached in May 1928, 
and for prices of finished products, in September 1928. The fact 
that prices turned downwards long before the culmination of 
the boom is clearly shown by various indices of sensitive prices. 


Table. II . — Quantum and Value of World Trade 1925-1929. 1 

1925 1920 1927 1928 1929 

Prices (gold) ... 100 93.5 91 90.5 88 


Quantum 100 103 111 115 120 

Value 100 96 101 104 105.5 


The general increase in production was reflected in an expan- 
sion of foreign trade. The table above shows that the increase 
in the quantum of trade was much larger than in the value. 
World-market prices of commodities traded in internationally 
fell rapidly from 1925 to 1927 and a little in the two following 
years. Here, again, the tendencies were of course different in 
different countries. Chart 20 illustrates the changes which 
took place from 1927 to 1929 jn countries for which indices 
of the volume of trade are available. They require no special 
comment. 

One of the most important aspects of business conditions 
during a boom is of course the movement of profits. Unfortu- 
nately, the evidence available is rather unsatisfactory. The general 
impression obtained from a study of this evidence is that profits 
rose substantially from 1927-1929, but much less than the stock- 
exchange prices. According to figures compiled by the National 
City Bank of New York, total net profits in six hundred American 
corporations were 22 per cent higher in 1928 and 39 per cent 
higher in 1929 than in 1927. It may be added that they were 
27 per cent higher in the first half of 1929 than in the first half 
of 1928, 2 while they were 14 per cent higher in the third quarter 
of 1929 than in the third quarter of 1928. It is interesting to note 
that the increase in profits in the motor-car industry, despite its 


- „ our S e * oj Nations Memorandum on Production and Trade 1925-1929. 

- eased on figures for about 900 corporations. 
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rapid expansion, were only about two-thirds of the averages 
given above. 

In an account of business conditions during a boom period, 
it is necessary to pay special attention to the conditions on the 
capital market, as phenomena of speculation and credit are 
closely related to the general expansion. The first twelve months 
after the summer of 1927 were characterised by an easing of 
credit conditions, not only in the United States, under the 
influence of a deliberate policy by the Federal Reserve authorities, 
but in other countries as well. This easing of the money markets 
was one of the fundamental conditions of the general upward 
swing of business, which began or was stimulated during that 
period. The Federal Reserve system on this occasion led the 
•way in a policy of cheaper credits, with the consequence that, 
in the thirteen months following May 1927, there was a net 
export of gold from the United States of no less than 6600,000,000. 
The credit expansion which took place during this period in 
the United States went largely to the financing of speculation. 
According to available statistics, no less than 86 per cent of the 
total increase in bank credit was used for that purpose. Thus 
the foundation was laid for the stock-exchange boom which 
followed. 

In the summer of 1928, the credit situation changed both in 
• the United States and in the rest of the world. The American 
boom in construction, in the motor-car and other industries and 
on the stock market, led to a stringency on the money market 
and to an effort on the part of the Federal Reserve authorities 
to counteract the speculative movement. The excesses to which 
speculation had gone is illustrated, for instance, by the low yield 
of shares. As late as in September 1929, the average yield of 
industrial shares was less than 3 per cent, according to compu- 
tations by the Standard Statistics Company. To counteract 
these tendencies, discount rates were raised and large sales of 
securities by the Federal Reserve Banks took place. Further, 
commercial banks in New York were persuaded not to lend 
money to the stock market. However, private money was 
attracted to the stock market by the high call loan rates, which for 
long periods averaged 8-9 per cent. This restriction of credit 
and the consequent high rates on the money market also attracted 
foreign funds and led to a reduction of American short-term 
•'investments abroad, while the issue of foreign securities in New 
York had already become much reduced at an earlier stage of 
the stock-exchange boom. These capital movements naturally 
affected the balances of payments of various countries, not so 
much by changing the imports and exports as by reversing the 
gold movement. In the latter half of 1928, the gold stocks of 
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the United States remained almost constant, but from January 
to October 1929 they rose by more than $300,000,000. 

At about the same time, considerable amounts of g°'d 'were 
attracted to France, although under the influence of an entirely 
different set of circumstances. The French price level was 
relatively low in terms of gold after the stabilisation of the franc. 
'Otis tended to stimulate the exports and to restrict the imports 
«f commodities and to cause a surplus in the balance of current 
Hems in the international accounts. As a consequence, foreign 
balances, of which large amounts had been piled up during tnc 
so-called flight from the franc, grew rapidly. In the first half 
of 1929. the Bank of France exchanged a part of these foreign 
exchange reserves for gold. Later, when the Central Bank no 
longer deliberately pursued this policy, gold continued to flow 
in owing to the active balance of payments. 

The high rates on call money ruling in the United States, 
the fear that the stock-exchange boom there would end in a 
sudden crash and to some extent the strain on gold supplier, 
induced Central Banks elsewhere to raise their rates and restrict 
credit. 


C. Tnc Tuns. 

Just at this time, in the summer of 1929, construction * and 
production in manufacturing industries in many countries ceased 
to expand and in some contracted appreciably. The apex of the 
boom seemed to he have been reached and passed. The orders 
lor machine tools had turned sharply downwards in the beginning 
or the year and orders for other important equipment goods 
had followed the same course in the spring. It is of course impos- 
sible to indicate a single month as that m which the turn actually 
took place. Certain series changed direction much earlier than 
others. It has already been mentioned that commodity prices 
started moving downwards in 1923. But the reduction was 
slight during the first half of 1929 and, in view of rapidly increasing 
productivity, it cannot fc. regaided as of great consequence for 
a judgment of the buav <•_> cycle tendency in that period. The 
prices of important w or. a staples moved in a very irregular fashion, 
some Using, others falling, and no marked change took place 
tiunng the first nine months of the year, although the tendency 
“ 1C "W« { °r the whole group of staples was slightlv down-- 
hwcwj, 7 5“ ? n ^ a *ter the stock-exchange crash in “October 
, ® Iun, P. i, ‘ PF ices gathered speed. With regard to 
ment of share prices, it must be stressed that the experiences 

1 S ee Chapter v~*. 
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of tlie New York Stock Exchange were exceptional. In most 
countries, the quotations of shares started to decline at the 
beginning of 1929, in Germany and Japan even earlier. The 
relatively pessimistic view taken by speculators outside the 
United States, would seem to indicate a foreboding that a 
change in the business situation was imminent. Money rates 
were, as already indicated, entirely under the influence of Ameri- 
can .conditions. Only after the October crash did they turn 
decisively downwards ; but their decline in the following months 
was exceedingly rapid. The value of world trade also declined 
in the last quarter of 1929, but it is probable that the reduction 
in values was chiefly due to the drop in the prices of the commo- 
dities constituting that trade and only to a smaller extent to 
a contraction of the quantum. 

The change in the output of manufacturing industries in 
certain countries can be followed from the charts given in Section 
A. It will be seen that output fell off in Canada and in Poland 
in February 1929 and in Germany and the United States in June 
of that year. The maximum figure for Great Britain was 
reached in the last quarter of the year. In Japan, production 
seems to have remained on a fairly stable level during the 
whole of 1929 and perhaps even increased a little, in spite of 
the fact that demand had begun to fall off some time before. 
In France and Sweden, the decisive turn only came in the 
following year. There are reasons to believe that, in a consid- 
erable number of the other countries which publish no indices 
of output in manufacturing industries as a whole, the slackening 
in general activity began in the summer of 1929. 

A comparison of such figures for production and share prices 
leaves the impression that the extremely violent speculation 
and credit inflation in the United States delayed the break 
' on the capital market and the change in the psychological at- 
mosphere for a few months. It is significant that the wholesale 
price index in the United States moved upwards in the third 
quarter of the year, while commodity prices were falling 
elsewhere. 

To what extent the changes in production and in general 
business conditions in the spring and summer of 1929 were due 
to the stringency in the credit conditions referred to in Section B 
above, it is impossible to judge. The general evolution of pro- 
duction and of demand had been such, however, as to render it 
probable that, even if there had been no speculation on the New 
York Stock Exchange, if international capital transactions had 
been other than they were and money conditions easier 
during 1929, some change in business conditions would have 
taken place at about the same time as it actually did. On the 
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other hand, it is also probable that the reversal of business 
trends -would have been much less radical and violent. The general 
increase in money rates in the third quarter of the year could 
not but contribute to the restriction of business activity. 

After the break on the New York Stock Exchange, which 
decisively influenced other stock exchanges, commodity prices 
started to fall with great rapidity. Money rates were allowed 
to decline, but at this stage influenced but little the situation. 
Optimism gave way to a feeling of growing pessimism ; purchases 
were restricted and enterprise abandoned. 



Chapter V. 


A DESCRIPTION AND ANALYSIS OF THE 
DEPRESSION. 


A. Production and Consumption. 

Production, 

It is difficult to make any exact measurement of the effects 
of the depression upon the world’s productive activity. Several 
methods of approach are possible. In this section three main 
sources of evidence will be discussed — indices of production, 
records of unemployment and statistics of stocks. 

The most comprehensive production index is the annual 
index of the production of foodstuffs and raw materials compiled 
by the League of Nations. 1 The general index for 1929 and 1930 
is. as follows : 


Table I. — General Indices of Production, 
1929 and 1930. 


Continental group 

1925 = 

= 100 

1929 = 100 

1929 

1 

1930 j 

1930 

Europe 

117 

113 

96 

North America 

105 

97 

93 

Rest of World 

108 

110 

102 

World 

111 

107 

97 


1 C/. Memorandum on Production and Trade, 1925-1929 /30 (Geneva 1931), _ 
Chapter II. The indices lor 1930 are provisional. 
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In examining the above figures, it should be bb&cp’ed that 
about two-thirds of the commodities included in the index, are 
of agricultural origin. The fact that the aggregate drop was not 
greater is indeed due to the maintenance of agricultural produc- 
tion in spite of the decline in prices. 

The variations tn the output of agriculture way be seen 
from die following tabic showing indices of agricultural produc- 
tion - foodstuffs, raw materials and total. 1 


To&fe //. — Indicts of Agricultural Production, 1920 and 1930. 
(Base 1905 * loo.) 
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The supply o! agricultural products in a given year depends 
both on the acreage under cultivation and on atmospheric condi- 
tions, In 1930, the changes in acreage. If any, were Unimportant, 
and the weather was generally favourable. Thus the total 
agricultural production actually increased during the depression 
year, 

Bumper crops of foodstuffs were reaped in 192S. The aggre- 
gate crops of the following year were both below the average 
*?»•*« preceding years and extremely unequal. Tlie yields 
of \ 9d0 were again abundant. The world harvest or wheat, in 
55“? b J* e ^eded that of the preceding year bv 13 per cent 
A con^Sr^. 0 ?^ ** V** *** 25 pe'r cent greater. 

* redttctwn was recorded only in the case of maize, 

cane sugar, coffee and hops. 

I'PW.fnu' v' lar Re output of agricultural raw materials in 
S?SS5 Wl Ti t* i* 1 &3ft T1,e totaf Production of textile 
of induSl S «w h S» ^^ increased less than any other group 
11Wtt «na l materials, rose. Tlie output of vegetable-oil 

rot r» t ^* wuIuee^lSSt**.* 00 * ***.£*• ’‘olonisj product and hop*, bat 

h w» available J 

raSber. cludfs textiles, tobarco, vegetable oil mal trials, and 
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materials would not have shown a drop, had it not been for the 
extraordinary variations in olive-oil production in the two 
years considered. This is the main reason for the low European 
index for 1930. Rubber production, again, was largely affected 
by the artificial control which eventually failed and led to a 
huge over-supply in 1929. The decline of 6 per cent in 1930 
was far from sufficient to re-establish the balance. 

The agricultural depression was considerably aggravated 
by the inequality of crops in the last years under review. The 
agricultural year 1929-30 opened with abnormally large stocks 
of cereals. In the following season, the cereal harvests reaped 
in North and Latin America and Oceania were relatively small, 
while the European crops were of record size. As the require- 
ments from overseas of the chief importing market consequently 
contracted, the major exporting countries found it difficult to 
market their whole supply. Accordingly, although the world 
harvests were reduced, a large surplus was carried over to the 
subsequent season. The world crops in 1930-31 were again 
large and again varied greatly in different parts of the world. 
The United States suffered from a serious drought. Soviet 
Russia, on the other hand, increased her food crops by 
approximately 20 per cent. A further disturbing factor thus 
arose — a sudden large increase in Russia’s exports. 

The inelasticity of the supply of agricultural products rendered 
the market more and more unstable. Stocks rose, while the 
restriction of international credit transactions 1 made it more 
and more difficult to finance them. Prices declined rapidly. 
(See Chart 21.) 

The disturbances consequent upon tlie accumulation of 
large stocks of agricultural products and a simultaneous heavy 
drop in prices were particularly severe in the Argentine, Aus- 
tralia and Canada and in some other minor producing countries. 
The value of the Canadian crop in 1929-30 is estimated to have 
declined to 84 per cent of the 1928-29 figure, but this probably 
gives too favourable. an impression of the actual situation; a 
much greater drop must have taken place last year. In the United 
States, the value of the crop of 1929-80 has been estimated 
as 1 per cent greater than that of the preceding year, but the 
following year saw a drop of 29 per cent. 

The shift in agricultural production away from the bread 
cereals which had begun a little before the depression 2 did not 
advance much during 1930 and the first half of 1931. One factor 
which counteracted the tendencies making for adjustment was 


1 Sec Chapter V E, below. 

* See Chapter II A. 
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the increase in European food tariffs. 1 Further, in many countries, 
measures designed to increase the demand for home-grown 
grains were introduced. As a result the price of wheat in many 
European countries has remained at least as high as before the 
depression. The wheat acreage in Europe has not been contracted 
in spite of the fact that Europe has drawn much less advantage 
from the technical progress than other continents. The figures 
for the area under wheat in Europe (U.S.S.R. excluded) are 
given below : 2 

192S 28.9 million hectares. 

1929 28.4 » » 

1930 29.5 » » 

1931 29.5 » » 

In certain South-Eastern European exporting countries, a 
reduction took place, but it was offset by an increase in other 
countries protected by rising tariffs. The area under rye has 
been considerably contracted in most countries, partly because 
of the fact that only insignificant quantities enter into interna- 
tional trade and that therefore maintenance of prices through 
protective measures is relatively difficult ; this rendered profitable 
a shift from rye to wheat cultivation. The reduction of the rye 
area in Europe is, however, small compared with the contraction 
of the wheat acreage in other continents. 

In the United States, the contraction has been relatively 
slight or from 24.9 million hectares in 1929 to 23.3 millions in 
1931. The Federal Farm Board and other organisations which 
were set up to administer the Agricultural Marketing Act in the 
summer of 1929 have carried on a price stabilisation policy 
which in the harvest year 1930-31 kept wheat prices in Chicago 
about 15 per cent above world prices. This influenced exports 
and, in spite of increased feeding to live-stock, the visible supply 
of wheat in the United States at the end of May 1931 was more 
than 50 million quintals as compared with 33 millions in May 
1930. The former figure is more than half of one year’s pro- 
duction in that country. 

The Argentine, Canada and Australia, the very countries 
which have probably been able to reduce costs more than others 
through the technical progress which was described in Chapter II, 
have been forced by the low prices of cereals ruling on the world 
market considerably to reduce their area under wheat, as may 
be seen from the following table : 


1 Sec Table V. in Appendix and The Agricultural Situation in 19%9-SO 
published by the International Institute of Agriculture. 

! International Institute of Agriculture. 
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Table 

ill. — 

Area under Wheal. 1 


Hectares (000.000's) 



1923 

1929 

1930 

Argentine . 

9.1 

6.4 

8.0 

Australia . . 

6.0 

6.0 

7.3 

Canada . . 

9.8 

10.2 

10,1 


The Russian production of -wheat, which rose before the 
depression, has continued to do so in the fast two years. Favour- 
able weather conditions made the harvest in 1930 very large and 
the export of wheat from August 1930 to May 1931 amounted 
to 2.8 million tons. Although this represented a large increase 
compared with the previous year, it was only about 70 per cent 
of the normal pre-war export. 

The tendency towards increased output of animal food- 
stuffs seems to have continued almost everywhere during the 
depression. On the other hand, demand for these relatively 
expensive foods has probably been unfavourably affected. It 
is not surprising, therefore', that their prices, which were 
fairly well maintained in the beginning have declined rapidly 
since the autumn of 193Q. Even by the end of that year, 
however, their prices had not fallen from the average of 1929 
more than the price of fodder, but they dropped much more 
rapidly in 1931. Dairy farming has thus become far less profit- 
able than a year ago. 

In view of these facts and the difficulty experienced by many 
farmers in raising the capital needed for an expansion of dairy 
farming, it is not surprising that in many countries the increase 
In the production of animat foodstuffs has been slight. On the 
other band, to judge from export returns, Australia, South 
Africa, New Zealand, the Irish Free State and Denmark, in 
which cereal prices have not been maintained at artificial 
levels, have increased their dairy faming to a large extent. 

Thus, the drop in prices both of vegetable and animal food- 
stuffs has not led to a reduced supply, rather the contrary. 

In striking contrast with the movement of agricultural 
production, the output of non-agTicultural raw materials rose 
steeply in 1929 and fell heavily in 1930 . * The world index 
ot output of non-agncultural products in 1930 was the lowest 
-r G \ the > ear of the British coal dispute. These raw 
materials, however, w mh in ♦!,„ 


agricultural products. 


v igh jess in the combined index than 
The index for the production of both 


Agriculture. 
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groups of commodities for 1930 is higher than that for 1927 
and only slightly below that for 1928. 1 


Table IV. — Indices of Raw Material Production, 1929 and 1930* 

(Base 1925 = 100.) 


Continental Groups 

Inorganic raw 
materials 

All raw 

materials 

1929 j 

1930 

1929 

1930 

Europe 

133 

122 

131 


North America .... 

119 

98 

114 

■w] 

Rest of World .... 

129 

124 

116 


World 

126 

111 

120 

m 


The reduction in world production of coal and lignite during 
1930 by 127 million tons or about 9 per cent was very striking. 
Output in the United States alone fell by 70 million tons and 
stood at a lower figure than in any year since 1922. The decrease 
was also considerable in Germany, the United Kingdom and 
Poland. Petroleum output was reduced less — by 11 million 
tons or 5 per cent — and remained higher than in any year 
before 1929. The reduction was mainly due to the application 
of the restriction scheme in the United States. Several other 
countries — namely, the U. S. S. R., Roumania, Venezuela and 
the Netherlands Indies — increased their output. 

In the metal group the greatest drop was recorded. The 
production of pig-iron was commonly accepted before the war 
as a rough index of general industrial activity. Its value for 
this purpose has decreased in recent years, but, together with 
the crude steel output, it reflects fairly well the variations in the 
heavy industries. The output of iron and steel in 1930 was 
reduced almost to the 1926 level. As compared with the record 
figures of 1929, the drop in iron output was about 18 million 
tons, or over 18 per cent, and that in steel output rather more — 
26 million tons, or almost 22 per cent. The drop was again 
more pronounced in North America than in the other important 
industrial area. The contraction in pig-iron was slightly, and 
that in steel considerably, more than a quarter in America, 
but about a seventh only in Europe. 


1 Cf. Chapter I — A. 
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The production of non-ferrous metals "was affected in much 
the same way as that of iron and steel ; but the reduction was 
more moderate. Copper output fell by 18 per cent, that of tin 
by 9 per cent, that of lead by 7 per cent, and that of zinc by f> 

^ The restriction ol the production of metals lias been facilitated 
by the existence of national and international combines and 
cartels in these industries. The statistics show clearly that both 
the advance in 1929 and the drop in 1930 was greater in the 
countries belonging to the European Steel Entente than in other 
countries of Europe. The Tin Producers’ Association was 
strengthened during 1930, and the Zinc Cartel, which was dis- 
solved at the end of 1929, was reconstituted in the middle of 
1931. On the other hand, the policy of control exercised by 
Copper Exporters, Incorporated, was abandoned in the begin- 
ning of 1930. 

Similar developments have taken place in the production 
of timber and wood pulp. It is difficult to gauge the aggregate 
effect of the depression upon the timber industry-, as a consider- 
able drop in the output of countries of Northern Europe and 
Northern America — ranging from 13 per cent in Canada to 
2G per cent in Finland — was counterbalanced by a very large 
increase in the output of Russia. The contraction of production 
in Northern Europe was mainly due to the reappearance of Russia 
as q large timber exporter. The pulp industry-, although not 
affected by Russian competition, was also obliged to cut down 
production on account of a decline in demand. In 1929. the 
syndicate of Finnish, Norwegian and Swedish producers of 
mechanical pulp had taken measures to curtail output, and in 
1930 the producers of sulphite pulp in Northern and Central 
Europe agreed to adopt a similar course. 

Drastic as the contraction of raw-material production was, 
consumption dwindled still more. Certain industries had accumu- 
lated stocks during the period of Loom in 192S-29, but these 
stocks, although in many cases larger than in normal times, 
wrre generally small as compared with the total annual output, 
from Char” oo V ^ > * e stocks daring the depression will be seen 

a S the Producers appear on the whole to have 

I* tt' e ,case of petroleum, however, this was 
Schlrt ™ 1 the cnd , ot l929 > the stocks in the United States 
tM^< n ^K Un ? r ^ dented equivalent to almost two- 

in suite ^ an ", ual 0Ut P ul of **w country. In 1930 

T rXnP^aL-"- t v ?r , in ? dcr3te decrease in output, stocks wit! 
the oil * but the volume of petroleum stored h\ 

the oil refineries increased. Thus, it xroulci appear that in thl 
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rTTTTJ 1929, relatives ; for lead July 1st, 1030 , relatives. 
rnM in Belgium, Germany, Tapper Silesia, Saar ; petroleum in 
Coal in Bcib luding Japan ; lead m the u. S \ • tin, vorlo- 

c ° ppeT ’, ' London and Cambridge Economic Smicc' ’ 

-- Sources . » lttl iQr Koniunhlurforschmig. - ,r 

, Cf Memorandum on 1925-1929'30, Cb- 

llslic al Year-Book 0 / the League 0 / Latitns, 1930-31, Table 91- 





« Avrr*pt for AprtJ and M»». 

fa) Partly adjusted tar seasonal variations. 

f^> Adjust «l for seasonal variation*. 


The chart in Chapter IV A and the table above dive a 
general idea ol the course and incidence of the industrial depres- 
sion. 1 In the first half of 1929. the general movement xvns 
erratic ; industry began to be generally affected in the second 
half-year. The recession continued in’1930, gathering force in 
the second half of the year. In the spring of 1931, as in that of 
1930. the downward trend of production was somewhat checked. 
This is a rough summary of world conditions : conditions in 
individual countries wen* very different. Thus in certain coun- 
tries industrial production had begun to stagnate before 1929. 
This was the case in Gcmianv where, however, a temporary 
expansion took place from December 192S to June 1929. 
Tile culminating point of industrial development in Poland had 
been reached and passed by the end of 192S. In Canada, the 
downward trend !>ogan in February 1929. On the other hand, 
the general onward movement "of the British indices was 
suu maintained in the last quarter of 1929, and the decline 
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started only in the early months of 1930. In France, produc- 
tive activity advanced almost without interruption in 1929, 
and the level then reached was maintained throughout the 
first half of 1930. The production in Sweden was maintained 
during 1929, except for a seasonal contraction in the third 
quarter, and reached its highest point in the first quarter of 
1930. During the greater part of 1930, the downward trend of 
productive activity showed considerable uniformity. Far less 
uniformity was noticeable in the first half of 1931. The United 
■States showed some signs of revival, in some countries there 
was little change and in others the recession continued. 

The physical volume of production dropped in practically 
all countries during 1930 ; much more in some than in others. 
The drop was greatest in the United States, Germany and Poland 
— the average volume of production in 1930 was nearly 20 per 
cent below that in the preceding year. In Canada, the decline 
in production began earlier than in the United States, but was 
not so pronounced — about 15 per cent between 1929 and 1930. 
Great Britain had advanced less rapidly than many other 
countries during the boom period, but withstood the strain 
better, the drop in her annual production in 1930 being only 
about 10 per cent. The total drop was very small in Sweden 
and nil in France. 

In the first half of 1931 these relative positions were altered. 
Productive activity in manufacturing industries in most countries 
concerned remained only slightly below the average level reached 
in the preceding half-year; but Great Britain and Sweden now 
suffered seriously. The net result was that in North America, 
Great Britain, Central European countries and Sweden the 
aggregate decrease of production from the average level of 
1929 was within the remarkably narrow range of 21-28 per cent. 

Indices of production, taken alone, do not fully reflect the 
violence of the crisis. This is shown more clearly by the records 
of unemployment. It had remained high in some countries, 
especially the United Kingdom, even during the period of general 
prosperity ; in others, such as Germany, it has been increasing 
since the beginning of 1928. But since the turn of the business 
cycle, unemployment has been growing rapidty in practically 
all countries. 

The aggregate number of the unemployed workers in the 
industrial countries of the world was estimated, at the end of 
1929, at some 10 millions ; it reached about 20 millions in the 
beginning of 1931. 1 The largest volume of unemployment at 


1 C/. International Labour Office : “V nemplot/menl Problems in 1931” (Studies 
and Reports, C:16), pp. 12 ct seq. 
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In the United States, the demand for machine tools and foundry 
equipment was reduced by about one-half during 1930. On the 
'other hand, the high level of production reached in France in 
1929 was maintained in the subsequent year, and only dropped in 
the first half of 1931. 

The contraction in international trade and the low freight 
rates have severely affected shipbuilding. Owing to flow of orders 
received in 1929, shipyards were relatively busy during the 
first part of 1930 and total tonnage launched increased in that 
year as may be seen from the following table. But the tonnage 
under construction in the world fell from some 3,000,000 tons in 
December 1929 to 1,825,000 tons in June 1931. The United 
Kingdom and Germany have suffered most severely. The demand 
of the United States and other countries has been diverted to 
domestic shipyards. 

Table VIII. — Tonnage launched annually . 1 

Vessels of 100 tons and upwards. 

(tons measurements, 000’s omitted). 

1911-1913 2,962 1928 2,674 

1919-1921 5,788 1929 2,759 

1925-1927 2,031 1930 2,889 

The position of the motor industry is peculiar, inasmuch as 
five-sixths of all motor vehicles are produced in North America, 
where it is the greatest single industry. The total output in the 
United States and Canada decreased in 1930 by 38 per cent ; 
the upward trend noticeable in the beginning of 1931 was of 
a seasonal character. On the other hand, the two chief European 
producers of motor vehicles, France and the United Kingdom, 
suffered comparatively little in 1930. Rubber manufacture is 
closely connected with the motor-car industry ; in fact, nearly 
85 per cent of all raw rubber is said to be used in the manufacture 
of tyres and tubes. The set-back in the rubber industry in 1930 
was, however, not so serious : the French and British industries 
actually increased their output. 

In striking contrast to the heavy industries, the production 
of electrical energy and electrical engineering appear to have 
been but little aflected by the depression, although the long 
upward trend in these industries has been checked. The exports 
of electrical apparatus from most European countries actually 
increased in 1930. Those from the United States were almost 


* Since 1919 not including Russia. 
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maintained ; outers, however, decreases! rapidly toward* the 
end of the year ljtwg before the general industrial crisis, 
conditions m the textile industry had been depressed. The level 
of activity in those industries in 1920 had hern low in comparison 
with other industries, ami hv 1930 their activity had fallen 
near or below the level of 1925. Cotton has stiffen'd more than 
other branches of the textile industry ; the mill consumption 
of r.nv cotton diminished, between the half-year ending January 
1930 and the corresponding period m 1930*31, by 17 per rent. 
Actiutv m the cotton-spinning industry in Germany declined 
in 1929. in 1930 it felt off by 21 per cent in the United States; 
by 28 per cent uj tlic United Kingdom ; in France, by 7 per 
cent ; it was the only important branch of the Russian industrial 
activity in which no advance was recorded. Meanwhile India 
registered an increase of IS per cent. The woollen and worsted 
trade on the whole resisted the depression much better, A 
ronsiderablc reduction in activity — 29 per cent — was never- 
theless recorded in the United States. The activity of the silk 
and artificial silk, industries in general declined rather little 
during 1929-30. The largest national silk industry in the world, 
that ol the United States, showed a drop of only 7 per cent, 
and an upward trend was noticeable in the winter ol 1930-31, 
On the other hand, the French silk industry has declined sharply 
since 1923, the total drop in production d uring the two subsequent 
years being about 33 per cent. The nrtinei.il silk industry, 
again, maintained its position fairiv well, world production 
decreasing by only 2 per cent between 1929 and 1930. The 
general level of activity in the textile industries was never- 
theless rather low by the end of 1930, but showed signs of 
stabilisation during the first half of l!)31. 

With the textile trades, the leather and boot and shoe indus- 
tries were among the first to be seriously affected by the general 
industrial depression. Activity in these industries hail been 
declining m Germany and Sweden Mnre 1927, and m most other 
countries the busirst year was 1928. Except in France, however, 
uie depression has not ’ -x-n as severe as in the case of textiles, 
rose in 1930 t<Wn ami ‘ fte U * s - s - R- Uw indices for this group 

^nnSl he . f0£ J d and drink ' J ia J MT and printing industries activity 
defreSoi I ave rema5ned relat3 '«y stable throughout the 

in Sl atl0l l s A n Productive activity are closely related to changes 
ks. After the outbreak of the crisis, manufacturers and 

■nil prwtue^TV*?o!ds Ji?u iJiftmlriei producing consumers' 

i coxa vail be disnused jn Chaplcr VI — Doviov, 
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merchants restricted their purchases of raw materials which 
tended to fall in price ; thus, while stocks of raw materials held 
by the producers, as shown above, have increased during the 
whole period of depression, it is probable that stocks in the hands 
of manufacturers have declined. Unfortunately, practically no 
data are available to throw light on this question. The case is 
veiy much the same with regard to stocks of manufactured 
commodities. There is reason for believing that wholesale 
merchants have been carrying as small stocks of manufactured 
goods as possible and have bought “ from hand to mouth ”. 
Manufacturers, however, were unwilling to produce for stock. 
The stocks of manufactured goods held by manufacturers probably 
increased a little in the earlier stages of the depression, but there 
is no evidence that they have continued to grow. On the whole, 
visible stocks of manufactured goods seem to vary less than 
those of raw materials. This is the impression obtained from the 
following indices of stocks for the United States (monthly 
average 1923-1925 = 100) : 


Table IX. — Commodify Slocks 

in the 

United 

States. 


June 

Dec. 

June 

Dec. 


1929 

1929 

1930 

1930 

Raw materials . . . 

120 

186 

125 

195 

Manufactured goods . 

121 

119 

125 

121 


There are of course marked differences in the movement of 
stocks of different kinds of commodities. The statistics available for 
the United States as well as Germany go to show that the stocks 
of producers’ goods have tended to increase during the depres- 
sion, while those of finished consumption goods have decreased. 

In the retail trade a reduction of inventories has also taken 
place, but it seems to have been relatively small. The figures 
for the value of stocks have declined not more than the prices 
of manufactured commodities. However, as the stocks are 
usually kept in the books at the prices at which they were bought, 
the average book-keeping price has declined much more slowly 
than the purchase price. Hence, it is probable that the volume 
has declined a little. In the table below are given certain figures 
for the United Kingdom and the United States. Whatever 
information is available concerning the purchases and sales of 
department stores points in the same direction, as it indicates 
„ that the former .liave been restricted more than the latter and 
that consequently some reduction of slocks has taken place. 
Nothing suggests, however, that any considerable decline has 
taken place, although it is possible that the reduction has been 
greater in shops of a different character. 


10 
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Table X. — Mm > emtnf 0/ Ifclctil Stocks . * 



Percentage rbangc 


lrojn 1029 ) 
to 1930 \ 

from 1930 
to 1931 

United Kingdom 

Department store* 

Department stores { 

Co-npci iitive stores | 

Mu hi pic stores ) 

H 

! 

-6.8 * 

United States 

Department store* 


-11.0 s 


The absence of reliable information concerning the variations 
in stocks of commodities is one of the greatest obstacles to a 
scientific analysis of the depression. 

The preceding review of the extent and nature of the depres- 
sion from the end of 1029 to the middle of 1931 shows that the 
balance of the industrial system has been seriously disturbed. 
Raw-material production decreased by about one-tenth and the 
Industrial production perhaps by one-qunrter. Unemployment 
was doubled ; in tire leading industrial countries it attecten from 
about one-sixth to onr-tourth of the entire labour force, and the 
total number out of work grew to little less than the astounding 
figure of 20 million*. Vet it should not bo forgotten that the 
Aggregate wealth of the world was, at the outbreak of the crisis, 
«I?^LV Un f- V<T Thus ^vei of production and the 

national income in terms of goods and services in most 
countries are even now higher ,h ; ,n only a few years ago. • 

BuiWi/ij Activity. 

teutrwJS iJX **!?,“* ' rat «««% o! rajttnl Mnl the 

inri **!? enforced m many countries exercised a depressing 

./»? »> <« fa \W bfafafan iniSy ButStffi 

f Eutop, Li 

flfacX™ a *maml w new boil- 

t0 make itself felt. From 192? onwardc mnttniN 

■tool Wi v.ty (ntreM nSuLT ,™ IjSsttinS 

* SaItr " 5 : RSS *** *>««»■»• 

> Aognn-f^rX 8 * <W *«*»*»• 

’ 1 ebnisfv-JuiK. 

* Januarj-Slay. 
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1923 in Canada, and in the following years a similar, although 
less pronounced, movement made itself felt elsewhere. In 
Germany, the total value of new constructions in 1924 was 
smaller than the estimated depreciation of existing buildings. 
In 1927, however, the value of new constructions was 2% 
times as great as this estimated depreciation. 

By 1928, the building trade was well occupied in most coun- 
tries and showed a strong tendency to expand ; in many coun- 
tries, indeed, building 'activity was greater than ever previously 
recorded. The only important exception was Great Britain, 
where the number of houses finished showed a small decline in 
1928. The number of building permits, however, was slightly 
larger than in the preceding year. 

It is a well-known phenomenon of pre-war economic history 
that, during the latter part of pre-war boom periods, capital 
was diverted from building construction to other forms of 
investment. In such periods, the falling prices of mortgage 
bonds and the rising prices of shares made it difficult to secure 
adequate supplies of capital for building at a profitable rate 
of interest. In 1929 in some countries — in particular the United 
States — such a decline in the construction of residential build- 
ings was noticeable. In the United States, however, the 
volume of construction had been exceptionally large for no less 
than six years, and in 1928 and 1929 the level of rents declined 
considerably relative to building costs. 


Chad 23. 

Building Costs and House Rent in the United States. * 


•) 


*) 



>) 


*) 


* Source : Vierlrlfahrshcftc zur Konjunkturforschung. 

1 Index of the Ne\v York Federal Reserve Bank. 

* Index of the National Industrial Conference Board. 
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In most countries, on the other hand, construction kept up 
well during 1929. This was the case in Austria, Belgium, the 
Netherlands, the United Kingdom, Italy and Sweden, as shown 
by the following unemployment figures. It was also true of 
France, Switzerland, Denmark and Poland, and, although less, 
of Canada and Germany. 


Ttible XL — linrmplotjmenf in the Building Trade. 


1 Percentage ol trade unionist* onemptosed | 

Numlxrj D f trade 
unionists un- 
employed (OQO’sl 

jtSelfHUtnj 

Canada | 

Ger- ( Nether- ( 
mans | bnt)j ] 

boiled f 
Kingdom] 

Sweden | 

Austria *| Italy* 

ioz7 t.a j 

8.0 ( 

) 

5.3 > 8.5 

6.9j 

4,7 j 

1 j 

12 43 

1928 .1 0. | j 

! 3.9 1 

8.0 | 7.0 

9.7 

2.4 ‘ 

8 62 

1929 .) 0.1 , 

1 7,5 

1 10,4 J 2.1 

8.6 

1.5 ! 

17 39 

1930 .1 2.7 

1 26,2 ' 

1 38.0 \ 6.2 

13. V 1 

4.2 1 

28 71 

1931 . 11.5 

1- 1 

56.6 j — i 

1S.C 

~~ 1 
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In Czechoslovakia, the number of rooms finished dropped 
by 25 per cent in 1929. This fait was, however, farge/y <f u e to 
the discontinuation from the beginning of that year of tax 
exemption for new houses. Of oilier countries for which material 
is available only Finland recorded a serious decline in building 
activity in that year. In this country a verv pronounced building 
boom came to an end m Vhc previous year as a result of the 
tightening of the money market and the consequent sudden 
restriction of credit for tlic building trade. 

In 1930, divergent tendencies made themselves felt. In a 
2^*21. «w r u , ? < ” es ’, :m<k m some non-European 

i! w i'l b!C1 ti*" d 0n f,>re, fi n investments, building appears 
the redaction fhPfked. Jn other borrowing countries, 

? f cap, * al in, P° rts an d perhaps also the reduc- 
iSy. §*? aSt\v) V,nSS SCn ° mly - ' irfected eo n s tTuction 3 l acti- 

a , th 4, CDutrac ' iori in German building trade, 

expenditure f largely due to reductions in public 

- } cndituf e. No less than SO per cent of the building in 1929 - 

place" t,brU * IS '*** * 4,1 system ol rrcorillijg unemployment tooV 
• CowpuUwily lasuwd. 
t,ne,aployed rtgj.tercd 
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Chart 24. 


Building 

(1928 


Activity. 

= 100 .) 


1 



— — — s A . K,ne40 ”' “ na ” e 
0 « 








— 150 — 

was on account o! public authorities or subsidised out of public 
funds. , ... . . 

On the other hand, activity was well maintained m certain 
capital-exporting countries — France, Belgium, Switzerland, 
Sweden. Netherlands, Czechoslovakia and the United Kingdom. 
This was one result of the increase in the proportion of capital 
used by capital-exporting countries for investment at home, to 
which reference is made elsewhere in this report. In Denmark, 
where the depression was relatively little felt, building activity 
continued to expand in 1930. 

Little information regarding the year 1931 is at present 
available, but from figures for building permits in certain coun- 
tries it is clear that the decline in building activity is spreading 
(sec Chapter VIU). 


Consumption. 

Statistics and other sources of material which throw light 
on the changes in demand and consumption arc exceedingly 
scarce. Figures for world production probably provide the 
best basis for an opinion regarding the variations in world 
consumption. It is true, however, that In many cases stocks 
have varied considerably from one year to another, and the 
magnitude of such stocks is never completely known. The 
analysis made in the preceding section of the restriction 
of output and the increase in stocks since the beginning of the 
depression nevertheless serves well to indicate the recent 
changes in world consumption. The present section will be 
concerned more especially with changes in certain individual 
countries which can be observed from figures of domestic and 
international trade, receipts from indirect taxation, etc. 

Consumption has naturally been affected very differently 
from one country to another, just as within individual countries 
ihe various groups have suffered in different decrees. As might 
be expected, the industrial countries record a far smaller con- 
traction than those whose economy is largely dependent on the 
export of cereals or other crude products which have fallen 
s pnc , e ' The cxteT *t of the contraction has again in part 
tpenaed on the social aud economic organisation of the countries 
an ^ m p , art ° n the ^ngth of time during which con- 
ditions have been depressed. 

A.! 1 ' 1 ?! thc production and stocks of foodstuffs have 
jT® 1 l . ! '° food consumption has been well main- 

nn , 1 splU> . impoverishment caused bv the depression. 

CV3 dence — e.?., from the retail trade — amply 
• w that, in European countries at all events, food consumption 
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has been but little affected. The depression has in man}' countries 
led to less serious physical want than might have been anti- 
cipated, although in the last few months conditions appear to 
have been aggravated in many countries. Wage indices have 
almost everywhere fallen less rapidly than the cost-of-living 
indices, and State relief or insurance benefits have done much 
to maintain the consumption of the unemployed. 

Even where incomes have fallen, however, consumption 
of all but the very poorest classes has on the whole been well 
maintained, owing to the rigidity of personal habits. It would 
seem that the habit of eating meat and wheat bread acquired 
in the past ten years in many parts of Central and Eastern Europe 
is resisting the recent changes. Thus, although the fall in the 
retail price of meat, eggs and fats has been relatively small 
during 1930, the consumption of these commodities was main- 
tained in Germany, Hungary and other European countries 
which have been not the least affected by the depression. Indeed, 
so far as foodstuffs are concerned, it would appear that the 
upward trend of demand for animal foods, vegetables, fruit, etc., 
noticeable before the depression, continued to assert itself, 
although less strongly than before. This phenomenon has of 
course been partly due to the fall in prices. 

The maintenance of consumption is of course in part the 
result of the inability of the peasant to sell his produce 
except at prices greatly lower than he had anticipated. Its 
value to him as a consumer came to exceed its exchange value. 

In Germany, the consumption of fish, eggs, groceries, sugar, 
coffee, tea and exotic fruits was greater in 1930 than in 1929, 
but for certain of these articles the figures for the first quarter 
of 1931 showed signs of decline. In Belgium, the rapid expansion 
in imports of exotic fruits was arrested, but the figures were 
higher than for any year except 1929. The yield of the various 
taxes on consumption in France was 6 per cent below the 1929 
figure, 1 but the latest monthly figures show no pronounced 
downward trend. In Austria, more exotic fruits, more wine, 
more sugar were being consumed per capita in 1930 than in the 
previous year. 

The consumption of beer, wines, spirits and tobacco has, 
in 1931, been very considerably reduced. In Germany, the 
consumption of cigarettes was lower in the first quarter of 
1931 by 46 per cent and that of cigars 49 per cent than 
in the coi responding period of 1930. The reduction in 
the United States was 9 per cent for cigars for the period 


1 Indices du mouoemcnt des affaires. Institut do Statistique dc l’Umversitd de 
Paris. 
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January-May in these years. Consumption of tobacco in Italy 
in the first five months of 1931 was 31 per cent Jess than in the 
corresponding period of 1930. It is uncertain, however, to \vhat 
extent this lias been due to reduced purchasing power. Taxes 
on such goods have been increased in many countries, and the 
consequent increase in the price paid by the consumer lias natu- 
rally reduced demand. In Sweden and the Netherlands the 
consumption of tobacco actually increased by 7-8 per cent 
between 1929 and 1930. 

The countries mentioned above are chiefly those with a largo' 
manufacturing industry, which have suffered less than many 
others from the depression. The situation lias been somewhat 
different for countries largely dependent on the production and 
export of primary products, nltnough, even in their ease, the 
decline in consumption has been mainly confined to goods other 
than foodstuffs. Some countries, however, whose economy is 
dependent upon n single raw material or upon a small number 
of them, hast* been so much affected by the depression that even 
their consumption of food has been radically cut down. The 
Gold Coast may be selected as an example. 


Table XI J. — Percentage Reduction of Imports info the Gold Coast 
(From the first quarter of 1930 to the first quarter of 1031). 


Canned fish . . . 

. . 66 

Milk 

... 28 

Rice 

. . 58 

Gin 

... 98 

Flour 

. . 61 

Sugar 

... 60 

Salt beef .... 

. . 42 

Tobacco . . . . 


Canned beef. . . 

. . 91 

Cigarettes . . . 

... 74 


One obvious reason why the demand for foodstuffs has kept 
up so well hes in the constitution ot the human body. Wc nrc 
able to postpone for a longer or shelter time our demand for 
almost everything except food. Further, foodstuffs are con- 
sumed oner and for all when they an* eaten. Textiles, clothing, 
snocs and similar commodities are naturally more durable, but 
" S 2 S0 l “ an * fo , r instaucc, furniture, household utensils, motor- 
i 08 • gramophones. The first group of commodities, 
so sfies less insistent needs than foodstuff?, but needs which are 
Jh« iiU.- e ^ rdet a , s , rankin g Wglwr ^ the scale of needs than 
rls« if H , encc * for tvro reasons demand for the latter ' 

£ ‘ ? J! i(,fS 00 - ds m 'S h£ expected to decline more during 
penods of bad business than that for the former. 

i Scfint J’ matcria > available for retail trade 
suggests that this has actually happened. The chief conclusion 
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to be drawn from this material is, however, that total sales have 
kept up very well in retail trade as a whole. Some information 
concerning conditions in Germany, the United Kingdom and 
the United States is given in the table below. 


Table XIII. — Percentage Change in Value of Retail Sales. 1 



From 

1929to 1930 

From 

1930 to 1931 

Germany : 

Co-operative stores . . 
Department stores . . 

+ 2.9 
+ 6.3 

— 3.3 (Jan .-March) 

— 13.0 (Jan. -April) 

United Kindom : 

Department stores . . 
Co-operative stores 1 
Multiple stores and 1 . 
Department stores j 

— 3.7 1 2 

— 4.2 (Feb .-June) 

United States : 

Department stores . . 
Mail order houses . . 
Ten cent chain stores . 

— 7.3 

— 5.5 3 (Jan.-May) 

— 12.2 3 (Jan.-May) 

— 0.6 3 (Jan.-May) 


The reduction is remarkably small in view of the fact that 
retail prices have of course also" dropped. Indeed it is doubtful 
whether the volume of retail trade has declined at all in the 
United Kingdom. For clothing the drop in prices would 
seem to have been substantially greater than that in the value 
of sales ; the volume sold would therefore have actually increased. 
Even in Germany the reduction has probably been small. In 
the first half of 1931, the value of total retail sales was 
16.7 per cent lower than in the same period of 1929. For 
foodstuffs the decline was 13.4 per cent, but this was 2 per cent 
less than the drop in the prices. The retail prices of textile 
goods were 17.4 per cent lower, whereas the value of sales of 
such goods had declined 20.5 per cent. Thus the volume sold 
seems to have dropped about 3 per cent. A study of price 


1 Sources: Germany, Vicrlclfahrcshcfte zur Kon/imklursforschung. 

United 'Kingdom, Board of Trade Journal. 

United States, Survey of Current Business. 

5 August-Deccmber, 

3 Drop Irom corresponding period m 1929 : 9, 12 3 and 3 per cent respectively. 





figures lor individual commodities in the United States lead 
up to very much the same conclusion for that country. 

In the boot-and-shoc trade there has been a definite reduction 
in sales, and it is probable that lor this the decline tn prices nas 
been only partly responsible. Owing to the unsatisfactory 
character of the price material it is, however, impossible 10 
indicate the exact magnitude of the decline in the volume oi 
sales. Furniture sales have also dropped more than sales 01 
most commodities. For instance, in the United States In the 
second half of 1930 the value of sales was nearly 30 per cent lower 
than in the same period of 1929. In Belgium in the first fi'C 
months of 1931. sales of furniture were as much as 31 per cent 
less than in the same period of 1930. Even in this branch, 
however, sales in the united Kingdom declined very little. 
From the period February to June 1930 to the same period 
in 1931, the reported reduction in the value of sates was only 
t per cent, which indicates an actual increase in the quantity 
sold. Sales of hardware and fancy goods have also declined 
but little in that country*. It is* worth observing, however, 
that the local differences are enormous, the northern part of • 
the country showing much loss favourable figures than southern 
England. * , , 

In the United States, Jewellery sales declined a great deal. 
In the first half of 1930 they were 20 per cent lower than in 
the same period of 1929. The corresponding figure for the 
second half of the year was 21 percent. Here again considerable 
price reductions make it uncertain how the volume of sales 
has varied. On the other hand, the sales of electrical appliances, 
which had shown a rising trend before the depression, slightly 
increased even afterwards. 

The general impression obtained from these and other figures 
is that the volume of retail trade has changed very little except 
for a few durable commodities such as furniture* and possibly 
shoes. Certainly in such a country as Sweden there has been 
an increase in almost all classes of sales m 1930. But in the 
firet quarter of I*<3f there was a substantial decline. But the 
position of tha country was relatively favourable and not 
typical of condi dons elsewhere. 

When considering the decline in consumers’ purchases of 
durable goods, it should he remembered that a drop in the demand 
lor less durable goods such as foodstuffs, textiles, boots and 
^presents a real contraction in consumption. 
rJL 1 . , ier hand, even a substantial fall in the number of 
care, wireless sets or gramophones purchased represents mainly 
a oecime m the number of new consumers of these goods and 
may mean a very slight contraction in consumption. 
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It is natural that, with a contraction of income, economy 
is normally first effected by not purchasing articles which are 
expensive and not strictly necessary, and by postponing the 
replacement of such articles as can most easily be made to last 
a little longer. Thus the drop in the demand for luxury articles 
and for durable goods such as furniture, motor-cars, gramophones, 
household utensils and appliances has been relatively great. 
It would appear that the purchases of durable goods have 
declined more heavily in the United States than elsewhere — 
e.g., the sales of motor-cars declined by 29 per cent in 1930. 
The corresponding reductions in the United Kingdom and 
.Italy were 12 per cent and 13 per cent respectively. In France 
an increase of 9 per cent took place. For this at least two 
main reasons may be adduced. The instalment system and 
the practice of using profits from speculation for purposes of 
consumption, which had inflated demand in the years preceding 
the depression, have since had the effect of aggravating the 
contraction in demand. 

Statistics of the production of wireless sets are not available, 
but it is known that the industry was quickly and severely 
depressed in the United States. 

Among countries producing large quantities of foodstuffs 
and raw materials whose demand for manufactured durable 
goods has declined considerably, Poland may be mentioned as 
an example. Imports of clocks and watches were, in 1930, 
37 per cent lower than in the preceding year. Imports of 
musical instruments fell by nearly 17 per cent, books, periodicals, 
etc., by over 15 per cent, and ready-made clothing by 25 per 
cent. In Hungary, sales of household utensils, which in 1929 
were only 63 per cent of the 1927 figure, fell by a further 25 per 
cent in 1930 and weie still declining in the early months of 
1931. The value of imports of musical instruments into 
Australia which amounted to £218,000 in the second half of 
1929 had dropped lo £48,000 one year later, and for such 
articles as jewellery, watches and clocks, stationery, household 
furnishings, etc., there was a huge decline. This can only 
partly be explained by reference to the increased impedi- 
ments to importation. Cinematograph films are one of the 
very few products for which an increase in imports was 
recorded. 

The changes in consumption discussed above are of course 
not equivalent to changes in demand. A drop in price may 
bring about increased consumption even if demand is no more 
intensive than before. Similarly, the consumption of certain 
commodities may be maintained at the expense of severe price 
reductions, while the consumption of other commodities whose 



prices are kept relatively stable may decline to a much 
extent. 'Hus consideration is of the utmost importance, csjh. ^ J 
in the case of commodities for which demand is relatively eiasuc. 
It is not so important tn the case of foodstuffs for which de 
is usually relatively inelastic. Even here, however, in cases 
where finer and more expensive qualities may be sudsijiu 
for a cheaper and lower grade or vice versa, demand nm\ u 
rather sensitive to price changes. For instance, the 
tn the consumption of butter must be largely due to wc law 
that the drop in its price has made some people reduce uiei 
consumption of margarine. It may also he due to the 1® 
that people are used to spending a certain part of their inconi 
on food. Hence, a reduction of the food prices in general wi i 
tend to make people whose incomes have remained relatively 
stable turn to higher and more expensive qualities. , 

House rent represents an important part of the consumer s 
budget. There is little evidence that the amount spent on 
this account has been reduced. There has nowhere been any 
considerable increase in the number of empty flats and houses, 
and the decline in rents has only been appreciable m n few 
countries. 


B. Prices, Wages vnd PixoriTS. 

The rapid fall in prices is one of the most important mani- 
festations of the economic crisis and at the same time one of its 
most significant causes. A sudden decline in commodity prices, 
unrelated to changes in methods or costs of production, involves 
a reduction or the entire elimination of profits .- business enter- 
prises are dosed down or work only on part time ; new investment 
is discouraged ; men arc thrown out of employment ; the demand 
for commodities is reduced and prices fall still further. A fall 
in the price of commodities begets a belief in further falls ; 
prospective buyers withhold their purchases and thus add to the 
forces tending to depress prices 

• ^ ' n ^ ie S ctl . era ! of prices has, in addition, a profound 

influence on the distribution of income and thus an indirect as 
well as direct effect on production. There are, in every country, 
certain classes whose money income is fixed by statute or . 
ontract ; when prices fall, these classes receive a larger share of 
dividend — ■ that is, with the same amount of money 
at) le to purchase more goods and services at the lower 
P““? prevailing. A smaller share is left for those whose income 
and, where wages and salaries are rigid, profits have 
to bear the brunt of the reduction. For these and other reasons 
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investment is discouraged. The effects of falling prices differ, of 
course, from industry lo industry and from country to country. 
Countries and industries where fixed charges, such as interest 
on public debt and overhead expenses, constitute a large propor- 
tion of total expenditure find themselves at a disadvantage 
compared with those in which a larger proportion of costs are 
variable. Where a large share of a country’s national debt is 
held abroad, a fall in prices operates even more strongly to its 
disadvantage. Countries and industries with inflexible wage 
systems find difficulty in competing with those in which wages 
are more flexible ; in those in which productivity is increasing, 
part of the effects of a general fall in the price level is offset by 
automatic reductions in cost per unit of output. 

It has been shown in Chapter II D. above that, even before the 
rapid decline in prices began, there were certain elements of 
instability in the price situation of different groups of commo- 
dities. In particular, stress was laid on the fact that, in many 
parts of the world, the prices of manufactured goods had risen 
more since 1913 than those of raw materials ; it can now be seen 
that the consequent weakness in the financial position of certain 
classes of primary producers and the excessive productive capacity 
in manufacturing industry are among the factors which have 
intensified the severity of the present depression. In spite of the 
relatively low prices of many agricultural products, total pro- 
duction of this group of commodities (as shown in Chapter II A. 
above) was also greatly extended. The production of the period 
1922-1929 in the case of several vegetable foodstuffs tended to 
outrun demand. As a result, the general ti'end of the prices of 
these commodities was downwards, in spite of several official 
and non-official attempts to restrict sales. 

With the crash of the New York stock market in 1929, a 
gradual price recession gave place to a large scale liquidation. 
The demand for new investment in all parts of the world was 
diminished. Consumers’ demand was also to some extent 
restricted. Enterprises which had just succeeded in keeping 
going during the upward swing were now liquidated. Stocks 
could no longer be financed ; consequently, large quantities were 
thrown on the market at a time when the demand for these 
goods was restricted — the inevitable result was a rapid decline 
in prices. Countries producing commodities such as coffee, 
sugar and certain cereals for which there was a tendency towards 
over-production suffered first and most severely. But the 
decline in prices soon spread to practically all world staples 
not under effective control — this meant that the general level 
of prices in all countries moved downwards. 

The following diagram (Chart 25) shows the percentage decline 
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that has taken place in the general level of wholesale prices in 
certain countries between 1928 and the middle of 1931. The 
unshaded part of the bar for each country represents the decline 
up to June 1930 and the complete bar the total decline up to June 
1931. The indices for the various countries are constructed on 
different principles ; no general conclusions can therefore be 
drawn with regard to the relative severity of the fall in prices, 
even in countries with similar economic structures. For example, 
the index for Germany includes some fully manufactured pro- 
ducts, which tend to fall less in price during a depression, while 
that for the United Kingdom includes only crude foodstuffs 
and industrial raw materials and semi-manufactured goods which 
tend to fall more. 

The price indices that are heavily weighted with raw materials 
and crude foodstuffs have fallen more than those which include 
a large proportion of finished products. Within each country, 
as will be shown in some detail later, the prices of different 
groups of commodities have moved in different ways ; in Canada, 
for instance, where the general price decline was 25 per cent 
between 1928 and June 1931, raw and partly manufactured 
goods fell by almost 40 per cent (Canadian firm products by 
over 40 per cent) and fully and chiefly manufactured goods by 
slightly more than 20 per cent. In most agricultural countries, 
the general level of wholesale prices at the middle of 1931 was 
below the pre-war level ; in the majority of the highly indm a- 
lised States, it was still some 10 per cent above that figure. 

To appreciate the true significance of the price decline, it is 
necessary to examine, not only the general level of wholesale 
prices but also the prices of particular commodities and groups 
of commodities on various markets ; marked inequalities in 
price movements indicate changes in the economic relationships 
between various groups of producers and various countries which 
are of primary importance in an analysis of the depression. 

It may be convenient to set out first the changes which have 
taken place in the world market prices of certain important 
commodities. In the graph which follows (Chart 26), the percen- 
tage decline in the prices of a score of . such commodities is 
shown. The unshaded part of the bar for each commodity 
represents the percentage decline in the first period of the 
depression (1928 to June 1930), while this and the shaded part 
together represent the decline from 1928 to June 1931. 

In cases where some recovery had taken place by June 1931 
the bar is extended to show the lowest point reached. The month 
in which the price touched bottom is also indicated. 

On world markets, the greatest decline has taken place in 
the price of organic materials, the supply of which can least 
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easily be regulated. Practically all these goods are non-European 
staples — crude vegetable foodstuffs on the one hand and 
textile raw materials on the other. Both rye and wheat stood 
about 60 per cent below their 1928 level in the middle of 1931 
and certain important colonial products fell to the same extent. 
Of these colonial products, coffee dropped most in price in the 
first few months of the recession ; when the speculation boom 
came to an end in the United States in the autumn of 1929, 
the Brazilian producers were no longer able to secure funds 
with which to finance their stocks and had to throw them on 
the world market — in three months the price of coffee fell 
by 33 per cent. Of the important cereals, only maize fell quickly 
in price ; that of wheat had declined by only 8 per cent by the 
end of 1929. In spite of the favourable harvest in the importing 
countries in 1929, the world crop of wheat in that year was 
poor and the Federal Farm Board and Canadian wheat pool 
succeeded for a time in maintaining prices. During 1930, 
however, the decline continued steadity and was very marked 
during the first half of 1931. 

Had it not been for other factors, it might perhaps have 
been expected that, on account of the inelastic demand for 
crude foodstuffs, the prices of this group would not be greatly 
affected by an industrial depression. Wien in the past severe 
depression coincided with short crops, as in 1908, the price of 
the latter rose in spite of the general decline. When the present 
industrial depression came, however, the stocks of wheat and 
coffee were already growing excessive, and the inability to finance 
them, combined with the inelasticity of supply, was sufficient 
to cause great fluctuations in price in spite of a relatively small 
change in consumers’ demand. 

Animal foodstuffs have fallen considerably less in price than 
vegetable foodstuffs, although in the second year of the depression 
price declines in meats have been more frequent and more serious. 
For the greater fall in 1930-31 the mild winter of 1929-30 may 
be held partly responsible ; further, the very low prices of fodder 
required for stock-raising and the low prices of cereals stimulated 
' meat production in certain parts of the world. The amount 
of animal foodstuffs coming on the market was thus increased 
while at the same time there was no increase in the demand 
for these relatively expensive foodstuffs. In some cases the 
fall in the price of cheaper substitutes has been considerably 
less than that for animal foodstuffs ; for example, margarine 
has dropped much less than butter. It is a noteworthy fact, 
however, that for many commodities, such as cotton, coffee 
and cocoa, the better-quality grades have fallen less in price 
than inferior grades. This is probably partly due to the fact 
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that the better grades arc largely consumed l>v tho'C claw* 
whose expenditure on such commodities has been least olltfcic . 

In the case of organic industrial raw materials* the suppl) 
cannot readily he adapted to the demand, while at the same 
lime demand is very sensitive to changes in business conditions. 
For some articles m this group, such as rubber* the supply 
over short periods is practically fixed. Rubber has fallen nion* 
in price than any other commodity shown in the chart ; in 
the middle ol 1931, its price stood 72 per cent below the 19-8 
level, the lowest point ever recorded up to that time. In 1910 
rubber sold in London lor 8s. 9<f. a pound ; in June 1931 ' ar 


3d. a pound. 

In general, the decline in the price of minerals and metals 
has been much less than that in vegetable foodslulTs and vegetable 
and animal industrial raw materials. The output of the former 
group can he more readily adapted to the changed conditions 
of demand and for many* products producers by agreements 
have succeeded in restricting output and maintaining price?. 
Demand for the articles in this group, chiefly producers’ goods 
arc alTeclcd not so much by price as by changes In general 
business conditions. Non-ferrous metals have fallen more than 
iron and steel products or coal, and several of them — such 
as copper, zinc and tin — are now lower in price than before 
the war. The production of copper and tin was greater in 1929 
than in any previous year. The price of copper continued to 
rise throughout 1929, but. with the breakdown of the producers' 
association in the early months of 1930. copper prices fell very 
rapidly ; prices in the middle of 1931 were about -10 per cent 
below the average for 1929. The fall in the price of silver, which 
has reached the lowest point recorded, forms a separate chapter 
in the history of the depression and is considered in detail in 
another section. 

No world-market price for coal is shown on the chart because 
this commodity, though traded in to a considerable extent, is 
very heavy in proportion tc. »• » value and its price is largely 
e cmimed regionally. Or . rtain export markets coal has 
‘ * n ,b nct ' bv some 7i* , t r cent, but in most markets it has 
«in n am * 5,1 somo lias even increased 

mW, . ln C01 \ sl ?* r '"S ^e relatively slight drop in coal 
* a ? compared both with other commodities and with 
dcnre«£n e ? ecI J ncs Recorded during previous periods of economic 

steadiTv Saw IS bC b ° rnC Itt mind t,l3t pdccs had ;?» cn 

- 01 ir0n am \ stee l. centralised control and producers* 

and , av . e resulted in production being greatlv restricted 

pric s maintained ; in addition, many long-term orders 
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given during the upward swing of the business cycle and extending 
into 1930 have helped to keep up prices in this industry. These 
commodities, like coal, are expensive to transport ; their prices, 
too, are largely regional. 

Thus prices of staple commodities on world markets fell 
between 1928 and the middle of 1931 50-60 per cent for vegetable 
foodstuffs, some 25-30 per cent for animal foodstuffs, 50-70 per 
cent for textiles and 25-50 per cent for minerals and metals. 
On many domestic markets the decline was much less severe, 
particularly in the case of vegetable foodstuffs and minerals. 
In the following table are set out the percentage declines in the 
price of commodities in these groups on some internal markets 
between the middle of 1929 and the middle of 1931. 


Table XIV. — Percentage Decline ( — ) or [Rise (+) in Prices 
of Various Groups of Commodities on Domestic Markets, 
June 1929 -June 1931. 


Vegetable foodstuffs. 

Czechoslovakia . ... — 9 


France +4 

Switzerland — 7 


Metals and Minerals. 

Belgium (fuels) .... — 9 
Great Britain (iron and 

steel — 10 

Germany (iron and steel) — 9 


It is obvious that the severity of the present decline in prices 
has been much greater on world markets than on domestic 
markets. Commodities entering into international trade are 
generally the most sensitive in price — to mention only one 
reason for this, they are traded in large quantities on organised 
exchanges by buyers and sellers who are specialists and fully 
cognisant of conditions of supply and demand. Regional prices 
are more directly influenced by Customs duties, price-fixing 
agreements, etc. They include certain elements of cost, such 
as taxes, wages, distribution, etc., which are not subject to 
international competition and do not vary in the same way as 
raw material prices. It has already been observed that the 
prices of certain commodities, such as coal and iron, which 
enter to a considerable extent into international trade, are, on 
account of relatively high transport costs, mainly determined 
locally. 

Iron, for instance, fell in price on world markets at the end 
of 1928, in Germany a year later and in Great Britain six months 
after that. 

In order to illustrate further the marked differences in the 
price movements of international and domestic goods during 
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the depression, relevant indices for France and Germany ore set 
out in the following table : 


Tablt XV. — Price Indices o) Infrrndiono! ond Domestic Goo*. 
(1913 *= 100.) 
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In these countries the decline in the prices or world market 
goods has been two to three times as great as the fall m the 
prices of domestic commodities. It will he observed, however, 
that, during the first six months of this year, the prices of 
domestic products have kept pace more evenly with those of inter' 
national goods, m Loth countries ; in France, indeed, the former 
have declined more rapidly. The. indices do not of course give 
on exact measure of the difference between domestic and inter* 
national prices for the same commodities ; the discrepancy 
between the movements of the two indices is none the less striking 
and is common to other countries sueh as Czechoslovakia, Denmark 
and Italy, by which such data are available. In Denmark, lor 
example, exports fell mnch more rapidly in price than goods 
produced for the home market. Between the beginning of 
1930 and April 1931, the vrfdinc in the farmer was over 20 per 
cent as compared with 10 per cent Tor the latter. The same is 
true of Italy. Between May 1929 and May 1931, according 
to the Bachi index, goods produced and consumed in the 
country fell by 27 per cent in price while goods exported fell by 
*1 per cent. 

These differences cannot bo explained by a failure of transport 
c t ?, s to keep pace with the declining level of international commo- 
mty prices, The most important influences contributing to the 
divergencies have been three in number — . first, the influence 
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of tariffs ; second, the success of cartels and producers’ associa- 
tions in maintaining the domestic prices of certain classes of 
products ; and third, the fact that regional products consist 
partly of manufactured goods the prices of which have been 
relatively well maintained during the depression. 

When the prices of crude foodstuffs, in particular, cereals, 
began to decline rapidly in 1929, certain States, wishing to 
protect domestic agriculture, raised their tariffs on foreign grains 
and passed special legislation requiring millers to mix a fixed 
proportion of native cereals with those of foreign growth. The 
measures taken by various States have been touched upon in 
the previous section — here it is sufficient to note that, by ex- 
cluding foreign and compulsorily increasing the demand for 
domestic wheat, they succeeded in their object of raising the 
price of domestic wheat. The following graph (Chart 27) shows 
the relationship between the world-market price of wheat (Hard- 
winters in Rotterdam) and the domestic price in four of the 
countries where this policy has been most conspicuously 
successful. 

Protective tariffs were also imposed (or raised) in some coun- 
tries on other cereals, such as rye and maize, and on certain 
industrial materials. Some States have sought to raise revenue 
by putting higher tariffs on colonial products, such as coffee and 
tea, with the result again that domestic prices have diverged 
widely from world prices. 

A second important influence in causing home-market prices 
to move differently from world prices is the fact that in many 
countries a large proportion of the former are controlled, in par 
at any rate, by cartels or producers’ associations. According to 
a recent estimate, the prices of half the industrial raw materials 
or semi-manufactured goods (measured by the numbers employed 
in producing them) used in Germany are thus controlled. For 
other countries the proportion is not known, but there is no 
doubt that it is considerable. 

In the following table are set out the price movements of 
“ cartellised ” and “ non-carlellised ” industrial raw materials 
in Germany 1 and recently compiled indices of “ sensitive ” 
and “ stabilised ” prices in Belgium. 2 The two groups are not 
comparable because the Belgian index for “ stabilised ” prices 
includes those of certain goods which are not subject to marked 
price fluctuation, but are none the less not controlled by 
cartels. 


1 Indices of Institut fQr Konjunkturforschung, Berlin. 

5 Indices published by Institut des Sciences eeonoiniqucs, Louvain. 
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Table XVI. — Price India's of Carlrllhrd and Xnn-cartclliscd 
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Tin* “ free " prices in both countries %vcre declining in 1928, 
while the “ controlled prices ” rose in that year and showed 
little change until the first half of 1930. During the, second year 
of the depression, the monopolistic control of prices as reflected 
in the above indices lost some of its effect : in the second half 
of 1930, cartelliscd prices in Germany fell by 8 per cent, white 
stabilised prices in Belgium fell by f> per cent. Certain cartels 
succumbed to foreign competition, while others broke down 
on account of their inability to finance stocks. 

A particularly striking aspect of price movements during the 
depression has been the much greater fall in the prices of raw 
materials in general than in those of manufactured goods. This 
is not the place to examine in detail the reasons for this pheno- 
menon, which appears to he characteristic of all periods of econo- 
mic, depression. The reactions of manufacturers and primary 
producers, in particular agriculturists, to falling prices are of an 
essentially different character; the former restrict output, while 
the latter often attempt to expand production. The existence 
of stocks of raw materials in the hands of manufacturers and 
merchants cause a more rapid falling off in the demand for these 
goods than in the demand for finished products at the beginning 
of a depression. For these and other reasons, raw material 
prices drop more than prices of manufactured goods. 

In the following table is set out the percentage fall in the 
wholesale price indices of raw material and manufactured goods 
in six countries for which such indices are available ; in each 
case, the fall is measured from June 1929 to June 1931, 
or the last two-year period for which indices have been 
published : 












Table XVII. —Percentage Fall in Wholesale Price Indices oJ Raw 
Materials and Manufactured Goods in Cerfoin Counffies, 
June 1929-June 1931. 


1 

Raw [ 

Materials | 

.Maoofaeiured 

Goods 

Canada 1 


19 

Denmark 


| 22 




Italy 1 

31 

12 


20 


U. S. A. 1 

30 

i 20 


The peculiar position in Sweden is accounted for by the 
fact that the index for raw materials is heavily weighted by 
iron-ore, for which long-term orders at fixed prices were given 
before the turn of the business cycle ; wheat, the domestic price 
of winch has been maintained by special regulations giving the 
millers' organisation the sole right to import foreign wheat and 
requiring them to purchase that of domestic growth at fixed 
minimum prices, and such regional producers’ goods as bricks 
and cement, which are also in large measure subject to monopo- 
listic control. In most other countries the raw-material price 
indices have fallen about half as much again as those for manufac- 
tured goods. But, in the first six months of 1931, the rate of 
decline of manufactured goods increased in some countries and 
in certain cases indeed exceeded that of raw materials. In 
Canada, for instance, fully and chiefly manufactured goods 
fell by some 10 per cent in the first half of this year, as compared 
with an E per rent decline in the prices o! raw materials and a 
5 per cent decline in those of manufactured goods in the corres- 
ponding period of 1930. In Germany, the fall in the price of 
finished goods in the first half of 1931 was about 5 per cent, 
as compared with 3 per cent in the first half of 1930. 

EMdence of a similar character is found in special indices of 
raw ana manufactured goods divided according to origin and 
1 rece ^- v beeil madc available by certain national 
These indices have been published In the 
S, 0 Rations Memorandum cr. Production and Trade, 1925- 
I . An examination of the recent price movements of 
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particular raw materials and articles manufactured from them 
shows that in all cases raw materials have been the more 
seriously affected and that, with very few exceptions, the liigher 
a commodity stands in the stage of manufacture the less has 
it fallen in price. 

A comparison between the price movements of agricultural 
and industrial products shows still more striking results. 

In the following table is set out the percentage fall in the 
agricultural price indices of certain countries between 1929 and 
June 1931. The construction of the indices differs greatly, of 
course, from country to country ; in most cases, however, the 
importance of any commodity in the index is proportionate to 
its importance in the total value of agricultural production of 
the country concerned. It will be seen that the fall has been 
greatest in the overseas cereal and textile-producing countries, 
which are dependent on their export trade, and least in meat 
and dairy-producing countries, such as England, and countries 
which have taken special measures to protect domestic farmers, 
such as Germany. 


Table XVIII. — Percentage Fall in Agricultural Price Indices 
of Certain Countries , 

June 1929 -June 1931. 


Canada 

. . 44 

Italy 

... 32 

Argentine 

. . 39 

Finland .... 

... 29 

New Zealand . . . 

. . 3S 

Germany . . . 

... 21 

U.S.A 

. . 33 

England . . . 

... 15 


In all countries, industrial products have fallen much less 
in price in the period covered by the table. In Canada, for 
instance, manufactured goods dropped by 20 per cent ; in New 
Zealand the general price-index dropped by some 10 per cent. 
In the United States, the 33 per cent fall in agricultural prices 
may be compared with a 25 per cent fall in the price of non- 
agricultural commodities and a drop of less than 20 per cent in 
the prices of articles purchased by farmers. 

The relationslup between the prices of raw materials and 
industrial goods is obviously of the greatest importance, both 
for international trade, which is largely based on the exchange 
of these two commodity groups, and for the domestic trade of 
countries with a mixed agricultural and industrial economy, 
such as the United States of America. In the table which follows, 
the import and export price indices of certain industrialised and 
raw-material-producing countries in the years 1929 and 1930 
are shown. 



Xnble XIX. — Import and Export Gold Price Indices of Certain 
Countries, 1920 and 1930. 

(1913 = 100). 
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In 1930, the prices of the imports of the industrialised coun- 
tries feil much more than those of their exports ; and conversely 
with the raw-matcrial-producing countries. The changes in the 
barter terms of trade are strikingly illustrated in the last column 
of the table : countries producing raw materials were able to 
buy a much smaller number of units of manufactured goods 
for each 10O units of their exports, while those exporting manu- 
factured goods received a considerably larger number of units 
of raw materials in return. The effects of these changes in price 
relationships on the character and extent or foreign trade durin" 
the depression are analysed in some detail in the following section. 
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Table 
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In 1930 the prices of the u/clrairts -mil conversely 

tries Ml much more than Uiose ol lh ur dpi arts the 

Mill! the ran material productng couftn^ me , h column 

t“ l <le?Sn 0 ”-»2lS™^edcta,l in U,e Xtting section 


IWofcsale and Retail Prices much 

Perhaps no price relabonslupshave between whole- 

discussion during the present depress , d that tlic fact 

sale and retail prices lt« frcq^bmi™ lces 1S 
that retail prices base fallen much 1 1 " thc now of goods 

a factor of primary importance »» obstni ‘JS ^ pnces were 
from producers to consumers a “^„^* s ; tl0n m relation to 
reduced to something like their Conner po . v. cen cons' 
wholesale prices consumers whose mco J”, t _ nccs (through 

derahly reduced on account of the falUnwholesa p t ab , c tQ 

losses on msestments unemployment, etc) wuw ■ t Uie 

purchase more goods and thus to some extent 

deP losudv t d?reu^sions a comparison is generally made between 
the wholesale-price and cost-of Ire mg indices of the 



concerned. The discrepancy between the movements of these 
two indices in most countries is indeed striking. In Switzerland 
and Sweden, for example, the - cost-of-living index fell by only 
7 per cent in the two years ending June 1931, while the wholesale- 
price index fell by about 20 per cent. In the United Kingdom, 
Denmark and Italy, the cost-of-living index fell by about iO per 
cent, while wholesale prices dropped some 25 per cent. The 
discrepancy between the movements of the two indices is smaller 
in the European States exporting agricultural products, though 
even there it exists — in Hungary, for instance, the cost-of-living 
index dropped by 17 per cent as compared with 25 per cent for 
wholesale prices, and in Latvia 21 per cent as compared with 
27 per cent. 

These comparisons, however, are made between indices the 
composition of which differs so greatly that they are in fact 
incomparable. The ordinary wholesale price indices are in most 
cases composed of crude foodstuffs and raw materials, while the 
cost-of-living indices include only products ready for consump- 
tion. It has already been seen that the price movements of these 
two groups during the depression have been widely different. 
Moreover, the cost-of-living indices generally include rent. 

If the comparison is made between wholesale and retail prices 
of the same or a similar group of commodities, then the margin 
between the two indices becomes much narrower. In the United 
States, for instance, wholesale prices of foodstuffs fell by 26 per 
cent between the middle of 1929 and the middle of 1931, while 
retail prices fell by 24 per cent ; in Sweden, wholesale prices of 
vegetable and animal foodstuffs fell by 17 and 23 per cent respec- 
tively, while retail prices of foodstuffs fell by 16 per cent. In the 
agricultural States of South-Eastern Europe, which have a net 
export surplus of raw foodstuffs, retail foodstuff prices followed 
wholesale prices even more closely. The difference in the rate of 
decline of wholesale and retail prices is much greater in the case 
of clothing. Retail clothing prices fell but little during the first 
year of the depression, and except in a few countries — for 
instance, Italy and Germany, which took special measures to 
- reduce retail prices — they rarely fell by more than 10 per cent 
in the second year (June 1930-31). 

The relatively small increase in retailers’ margins on foodstuffs 
is explained by the fact that the inventory turnover of this class 
of products is rapid ; only small stocks are carried and a fall In 
wholesale prices is usually closely followed by a corresponding 
drop’ in retail prices. Stocks of clothing carried by retailers are 
larger and margins are. accordingly wider during a period of 
. falling prices. The regional character of retail trade often enables 
. the retailer to fix his prices with reference to those paid by him 



son at time pnvioash and thus escape part at least of the inven- 
tory loss The costs of retailing (rent, services etc.) do not 
fluctuate newly so vudi.lv is the costs of the goods handled and 
it is obvious that when sales fall off prices — if the} ire to cover 
costs must include i wider margin per unit sold large margins 
in sutl a east do not ncccssanlv imply large profits 

T1 1 , reductions in the rales of wages paid to industrial workers 
have in general not been great m most countries md in the 
mij ritv of occupational groups they have not kept pace with 
the decline in the cost of living In the following table are set 
out the movements of real industrial wage rates m the years 1925. 
1929 and 1930 m certain countries for which information is 
iviiliblc 


Tfltfe \ \ — Indices of Real U age Rales in Industry 1928-1930 
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These indices are not comparable from country to country 
but tl eir gerunl trend except m the Imrted States was similar 
m all cases wages with this one exception either rose m 1930 or 
remained stationary while the cost of living was falling Wage 
rafts per hour or per week are of course not a completely satis- 
factory measure of labour cosL In the first place the w age-rates 
used for most countries are minimum rates in many casts actual 
wage rales paid in 192S-29 were considerably higher than these 
minima and hence the real reductions since those y cars hav c been 
in some countries and for some industries different from those 
indicated Turther under the fear of unemployment the 
euicicncy of workers may have increased so that real cost per 
unit oi output may not have increased so rapidly as money rales 
pam it wall be noticed that m Sweden even the real dad} 
earnings or industrial workers rose in 1930 as these include some 
snort time daily rates must have risen even moie The real 
weekly eanungs of those engaged in manufacturing industry in 
United States fell throughout 1930 hourly eanungs rose 
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somewhat. : None of the indices shown above make any allowance 
for unemployment and therefore yield no evidence regarding the 
purchasing power of the industrial wage-earners as a whole. 
.The index of factory pay-rolls published by the United States 
dropped by 19 per cent in 1930 in comparison with 1929. 

The movement of wages has of course varied from industry to 
industry. In the United States, the greatest reductions since 
1929 have taken place in the lumber and millwork, boot-and-shoe 
;and bituminous coal industries. Of the manufacturers reporting 
to the Bureau of Labor Statistics, 5 per cent made wage cuts in 
the first ten months of 1930, as compared with 82 per cent in the 
first ten months of 1921. In Germany, average hourly rates of 
both skilled and unskilled workers rose steadily in 1929 and 1930. 

■ Wage rates in the building industry reached their highest point 
.in. April 1930. In several industries a 6 per cent reduction in 
tariff rates took place in the early months of this year ; reductions 
were greater in the textile industries and less in municipal services, 
such as gas, water and electricity. The salaries of State officials 
were also reduced. Similar action was taken in Italy, where the 
average hourly earnings of ail groups reached its highest point in 
September. Between November 1929 and the beginning of this 
year, the average hourly money earnings of those engaged in 
public industries declined by 17 per cent ; in the same period the 
cost of living fell by slightly more than 10 per cent. In Great 
'Britain, reductions in money rates of pay in 1930 affected 
mainly builders, bakers, furniture-makers and road transport 
workers. In Sweden and the Netherlands, the wages of workers 
engaged in the home-market industries have remained steady or 
increased somewhat throughout the depression, while those of 
workers engaged in export trades have tended downwards. For 
other countries there is not sufficient evidence to allow a general 
statement with regard to differences in the wage movements of 
these two groups to be made, but such indications as are available 
suggest that wage cuts have been somewhat greater in export 
than in home-market industries, in the building industry, in 
particular, and in industries producing foodstuffs and beverages, 
wages. would appear to have been maintained at a relatively high 
level in most countries. 

In. Canada and the United States, agricultural wages fell by 
some 10 per cent in 1930 and continued to fall in 1931 ; in the 
second quarter of the latter year, daily wages for this group in 
the United States were 23 per cent lower than in the corresponding 
quarter of 1929. In certain other countries, the money rates paid 
to agricultural workers did not fall, but the standard of living of 
these workers was affected by a deterioration in the quality of 
board provided, etc. / • 



G. Financial Conditions. 


Although the European markets did not share in the American 
Stock Exchange boom in 1929 and, indeed, except for a few 
months in the early summer suffered from a decline in the 
prices of shares, all participated in the autumn slump and 
their further development corresponded to that of New York. 
Everywhere stock prices declined throughout 1930 and in 1931. 
In a majority of markets a temporary improvement — in some 
cases, indeed, a substantial improvement — was experienced in 
the beginning of the present year, as in 1930. In the decline 
which followed, however, new low- records were reached. 

The violence of the drop from the highest quotations in 
recent years to the average quotations in June 1931 is shown 
in the following table : 


Table XXL — • Percentage Reduction in Prices 
of Industrial Shares. 

Per cent 

Germany .... From April 1927 to June 1931 61.7 


Netherlands ... » March 1929 » » » 60.0 

U. S. A » September 1929 » » » 59.7 

France » February 1929 » » » 55.7 

United Kingdom . » January 1929 » » » 45.0 

Sweden » July 1929 » » » 30.6 

Switzerland . . . . » September 1928 » » » 29.3 


, The market value of all- stocks quoted on the New York 
Stock Exchange, which had risen from $38,376 million in January 
1927 to $67,478- million in January 1929 and $89,668 million 
in September 1929, fell to $63,589 million in December 1929 
and to $48,470 million in May 1931. 

According to statistics of the New York Stock Exchange, 
the velocity of turnover of shares, (ratio of monthly sales of 
stocks. to monthly average number of listed shares) fell from 
about 10 in summer 1929 (it rose as high as 13 during the 
panic; in October 1929) to 4r in April 1931. Similarly, the volume 
of credit engaged in market operations diminished and brokers’ 
loans reported by the New York Stock Exchange were reduced 
from $8,549 million at the beginning of October 1929 to $1,651 
million at the beginning of May 1931. .At the first date brokers! 
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loans had amounted (o nearly 10 per cent of the market taJuc 
of all listed shares by the fatter date they had fallen to less 
than 3 per cut New issues also declined hcavil> as the 
following ( hie shows 


TuWe Wif — Issues o / Shares o/ Joint Stock Companies * 
5(000 000 s omitted) 
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bor the decline m new shares the depression of stock, markets 
and the generally unfavourable conditions of business are 
responsible Issues of com} antes not directly engaged in pro 
duction or trade such as banks uisurance companies etc 
winch had profited greatly while the boom had lasted were 
affected {/articular}) heanJj Thu* lor exainf le to the tmliii 
States the non productive issues of shores * which include 
banks investment trusts and ci rtain bolding companies, dropped 
S3 i er cent in the course of 1930 while the total of new shares 
ottered declined onlv /7 per cent 

Vs might be expected with th rapid contraction of trade 
in shares in the months following the break, transactions in 
bonds increased and the prices of fixed interest bearing securities 
rose especially on th leading markets But trading in bonds 
soon grew less active and m New Nork the volume of sales of 
bo ids has Jctualh remained considerable below that of 1929 
since the spring of 1930 Similarly the rise in bond prices 
was most pronounced at the end of 1929 and m the first few 
months of 1930 m the spnng of the latter 5 cur the iipwud 
tendency in prices was to a large extent arrested Switzerland 
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was an exception to the rule ; in this country the biggest increase 
in bond prices took place after June 1930. 


Table XXIII. — Prices of Bonds . 1 


Average 

France 

35bouds 

com- 

bined 

Germany 

8% Gold 
mortgage 
bonds 

Italy 

Govt. 

bonds 

Baclii 

Nether- 

lands. 

Fixed 

security 

values. 

Switzer- 

land 

12 Swiss 
bonds 
(Confede- 
ration & 
C. F. F.) 

U. K. 

Fixed 

security 

values 

index 

number 

U. S. A. 

-10 bonds 
com- 
bined 


1913 = 
100 

per cent 
of par 

1913 = 
100 



1921 = 
100 

per cent 
of par 

1928 . . 

81 

97.24 

69.2 



93.48 

112.33 

84.06 

1929 . . 

85 

94.44 

6G.9 

— 

94.80 

110.15 

79.21 

1930 . . 

95.8 

97.30 

69.3 

98.07 

107.76 

111.75 

81.25 

1931 I 

95.7 

99.03 

71.07 

9S.98 

117.24 

112.8 

81.98 

II 

97.1 

99.41 

72.38 

98.52 

116.93 

109.7 

82.06 

: '• nr 

97.9 

99. S2 

72.1 

98.41 

115.40 

111.6 

82.29 

IV 

99.0 

100.17 

72.6 

97.76 

116.93 

111.3 

80.86 

V 

98.4 

99.84 

71.2 

98.13 

116.62 

110.8 

80.48 

VI 

98.8 

— 

71.9 

98.60 

115.40 

111.1 

— 


The bond markets were very sensitive and the various classes 
of securities fared very differently. On the American markets 
railroad debentures were little in demand because of the low 
earnings of railroad companies. The discrepancy between the 
price of gilt-edged and other bonds was more pronounced than 
in previous years. While securities of the highest grade increased 
considerably in price, second-grade bonds, to which a greater 
degree of risk was attached found few purchasers in spite of the 
high yield which they offered. Also, political uncertainties and 
bank failures in some countries had a disquieting effect. 

The value of new bond issues on the three principal markets 
is shown in the followings table : - 


Sources : 

Statistique generate de la France. 
Institut fur Konjunkturlorschung. 
Prof. Baclii. 

Rotterdamsche Bankverciniging. 
Banque Nationale Suisse. 

Bankers’ Magazine. 

Dow Jones and Co. 
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Table \\IV — Bond Issues 1 
8 (000 000s) 
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1929 
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686 


In the United Stiles and Die Unitul Kingdom the new issues 
of bonds m 1930 di l not reacli the le\ el of 1928 and preceding 
jears although some increase on the figures fur 1929 in an Inch 
bond issues hid ix.cn exceptionally low was recorded \.s the 
depression ads uiced the market became more and more loath 
to accept new issues and m the first quarter of 1931 the issues 
recorded m England iud the United States wen- substantial!} 
lower than m the corresponding period of 1930 

V large proportion of the new bond issues m 1930 were on 
Government account and the issue of the Young Loan for more 
Gian S300 million mis one of the most important events of the 
jear on the world money markets The Government borrowing 
was largely due to the fict Uiat pubbce\penditure has proved to be 
highly inelastic and not easy to reduce m the face of i contracting 
revenue — resulting for example from diminished returns of 
taxes Customs duties diminished eammgs of State railroads 
aotriims md puhhc uUhtv seruecs In some countries indeed 
yubUcexpcwhtuo. has increased on accounted nnenmlo} ment relief, 
etc To increase taxation presented obvious aiul serious difficulties 
and m man> countries deficits wen. covered by loans 

A striking feature of the long term capital market in the period 
under consideration was that lou n term rates Tailed to decline 
„ t' 1 ™ 1 ('inipare Uie tabic on Bond \ields 

Sam £ r 9 2 “P*' r 1 C have teen indicated tile 

SodalSa „ Jm P h ™onieiioii, such as (lie fears of 
2*2, re S- r “"S economic and political conditions, the 
the mlTaf > ->“*1* substantial reductions m 
l , h .'y accustomed to receive m 

££>““ a " <1 their aneictv to have liquid resources 

trend m (S.? „?'““’ ess , sh ‘ > " ld A certain doeenuard 

trend in th e long term rates was UKfcuI appan!Ul but lt „ as 

’ So«rc« SlcmJnhJ $; o1 u s 
The Eeomm t( 

* Csrlnrt,». qU \ s nira,e * Fron e 
1£« 1930 ° l lw8e riul '* a i *o upamc* (1928 *H6 million 1939 
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neither strong nor general. The trend in the main creditor 
countries was very different from that in certain important debtor 
countries. Although the following figures are not at all strictly 
comparable, they afford some idea of the extent of this discrepancy. 
At the end of 1930, the average yield of Government and high- 
grade bonds in eight creditor countries was 5 per cent or less and 
showed a tendency to fall, while in seven debtor countries the 
yield of similar bonds was between 8 and 13 per cent and showed 
a tendency to rise. 1 

The decline in short-term rates, on the other hand, was almost 
universal and in many cases substantial. A considerable discre- 
pancy between the price of long- and short-term capital accord- 
ingly resulted. This may be illustrated by the following data 
showing averages of bond yields and of market discount rates 
in three markets during the first half of 1928 and the second half 
of 1930. The discount rates represent a somewhat lower interest 
rate than that actually paid by the borrower (the discount being 
deducted by the lender from the face value of the bill) ; they 
have therefore been increased to correspond with the latter rate. 


Table XXV. — Comparison of Long- and Short-Term 
Interest Rates. 



1928 

Jan.- June 
per cent 

1930 

July-Dee. 
per cent 

United Kingdom 



Yield of 2 }4% consols 

4.47 

4.42 

Minimum market discount rate (adjus- 



ted) 

4.06 

2.12 

Discrepancy 

0.41 

2.30 

United States : 


1 

„ Yield of railway bonds 

4.18 

sKlfllll 

Minimum rate of bankers’ acceptances 


fl 

(adjusted) 

3.63 

wmm 

Discrepancy 

0.55 


Switzerland : 



Yield of 3 Y<>% railway bonds ..... 

4.46 

3.93 

Minimum market discount rate (adjusted) 

3.23 

1.40 

Discrepancy 

1.23 

2.52 


l See table published in the “ Memorandum on International Trade and 
alances of Payments, 1927-1929 ”, Vol. II. 










The fact that long term rates fell relatively little- explains 
why no consider »liU conversion of short term into long tenn 
debts has taken plate Individuals atul governments wishing 
to borrow on cither foreign or domestic markets were obliged 
to cover i Urg proportion of their capital requirements by 
short hum loans , 

Lvuits ui the short term capital market ni iy be studied 
in the light of movements of market rates of discount shown 
m Table W\ I and m tiic graph given in Chapter IV C 
r pr venting rates of private discount and average rates far 
New York call loans 


Ta&le X\V / — MatUet Rales o) Discount and Call Money 1 
(Monthly averages) 
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\lthough the r tes quoted are not entirely representative, 
they snow th niilcnrj of the markets Rates dechntd most 
rapidly itnm dntcly after the break in the slock markets and 
during the first half of 1930 Call loans wire especially cheap 
while in fuly {929 the rate for sueh loans m New >ork averaged 
more than 9 per cent (renewal rates) and occasionally rose as 
high as 15 or 20 per cent it had fallen to less than 5 per cent 


Lmtue 91 Na ons Won ' h, M Bu'W n o/ Statist cj and htdcral Reserve 
Rttiewal& 

May t gur*s 
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in December 1929, and since January 1931 has fluctuated around 
1 14 per cent. 

The difference in the conditions of the various markets must 
again be emphasised. The intensity of the decline in market 
rates varied greatly from country to country. In one group 
of countries cheap-money conditions prevailed ; in another, 
although rates were lower than during the boom years, they 
were still comparatively high. The agricultural countries of 
Eastern Europe belonged to this latter group, together with 
some non-European countries producing raw materials, to the 
unfavourable financial position of which reference has already 
been made. Conditions in Germany after September 1930 
brought about a considerable increase in the rates in this 
country. 

The fall of the open market rates went hand in hand with 
a progressive reduction of discount rates and did not stop before 
June 1931. (See Chart 28.) 

In London, a more normal relation between the bank rate 
and the market rate was re-established and the margin, which 
was very narrow in 1927, 1928 and 1929, was again substantial 
in 1930 and the first quarter of 1931. Nevertheless the money 
rates in London were higher than in Paris and New York, as 
the Bank of England from considerations of external banking 
policy maintained the discount rate at a level Appreciably higher 
than in those centres. 

A general contraction in the volume of bank credit might 
have been expected in view of the fall in the price level and the 
decline in business activity. The actual reduction in bank 
credit has, however, varied widely. Central bank credit declined, 
except in France and a few other countries. In the field of 
commercial banking, certain kinds of credit have been restricted 
more than others and different countries have been variously 
affected. (See Chart 29.) 

In the United States, there was an increase in the figures 
for advances on securities and security holdings immediately 
after the market break, when the New York banks had to step 
in and themselves replace the loans to brokers called in by 
private banks, individuals, corporations and foreign bankers. 
They were subsequently able to withdraw this temporary help ; 
security loans, nevertheless, tended to rise until the summer 
of 1930, since when they have declined steadily. The figure 
for loans outstanding diminished considerably (the drop was 
over 12 per cent between October 1929 and March 1931 with 
all member-banks in the United States), while holdings of securi- 
ties rose about 14 per cent, largely on account of the lack of 
other uses for funds. 
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Chart 29. 

Loans and Discounts of Commercial Banks, 1929-1931. 
(January 1929 — 100.) 



France : Loans and advances (four commercial banks). 

German : miscellaneous loans and commercial bills (six Berlin banks). 

Japan : total loans (Tokio banks). 

Sweden : loans and discounts (joint-stock banks). 

United Kingdom : loans, overdrafts and commercial bills discounted (London- 
clearing banks). 

United States : total loans of reporting member banks. * 

Source : Federal Reserve Bulletin. 

Bilanzilbersichten Deutscber Kreditbanken. 

Committee on Finance and Industry, Report, June 1931. 
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In llu l mu l K i k t >m bank rr» ht on l hi. whole jk Undid 
lo leclme Hit. « nlr tion ui 1929 begin iub earlier than in 
the Ctuti. I St iU*"» but « .s on the whole net iu.tr h v> M.virc 
Loans mi c\irdr»lls Mere on u» intny consider'd 1} •■m'ukf 
in 1930 Hi in 1 1 1929 but disu mils of commercial bills increased 
up to nav 1J30 when they wen greater than at an\ previous 
date since tin beginning* of 1991 Subsequently, liowivuv 
tomni rent discounts fi.il oil more rapnllv th in loans mu 
aivinriA On the other luinl the banks holdings of Treasury 
bills n m. 100 per cult helium Oiccmbir 1929 and December 
1930 Jim stmuils Jiiereasrd 20 per cent in the course of 1930 
and continued to rise m tlw soring ol 1*131 The fact that 
l reduction ui the Lmtul kin„lom dropped hvs than in most 
other count rus after the outbreak of the dt pro won nut 
partly account for this mernu in lull transactions Bank 
clearing ifso f U otT less then might have bun expected in view 
of the niaguKueh « f the decline m prices and in the stock market 
urtniH 

In Germans discounts of commcrcul paper decix issd, but 
ads mess on current account rose Withdrawals of foreigu 
credits from German} bn light ibout a den lupine nt v cry djffcn nt 
from that e\pcricnced dnnDg previous depnssinns Nevertheless, 
bank credit rapidly declined and the total \olume of new credit 
extended to private enterprise (including shon s bonds mort 
gages and short term bank credit) \v es much smaller linn in 
the preceding vears \ccordmg to thr Instilut fur Konjunktur 
forschung this ruw credit irnuunlid in tin jnrs ending 

March 3tsU l‘r29 to 7 700 milli >n J\M 
Marcli 31st 1930 to f 700 million RM 
March 31st 1931 lo 2.C00 million UM 


In the months immediately following the break in the stock 
market m the autumn of ’9-9, considerable fun Is were tied up 
m frozen loans on ‘•ecu rues, but gradual!) lo ms on collateral as 
well as atvanees to iiiuustr) were substantial!) reduced by the 
non renewal of credits «md by writing oil old debts 
The v olumc of deposits in most countne’s did not change sub- 
stantiall) , but there was evidence of i shift from sight to time 
deposits probably due to the slackening m business activity Tho 
following table shows how the. ratio of sight deposits to the total 
volume of commercial bank deposits has eleclmul m certain 
countries 
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Table XXVII . — Commercial Bank Deposits in Certain Countries. 





Current accounts 

Countries 

End of : 

Total deposits 

and sight deposits 
as percentage of 




total deposits 

U. S. A. 

June 1929 

31,761 1 

58.3 

Member Banks 

Dec. 1929 

32.170 

59.4 

S(000,000’s) 

June 1930 

32,505 

57.9 

Dec. 1930 

32,314 

57.7 


May 1931 

32,16S 

57.3 

Germany 

June 1929 

11,414 2 

41.0 

All reporting 
Kreditbanken 

Nov. 1929 
June 1930 

12,113 

12,751 

37.1 

41.4 

RM (000,000’s) 

Nov. 1930 

11,207 

40.7 

June 1931 

9,521 

45.4 

Canada 

June 1929 

2,137 1 

31.4 

Chartered banks 

Dec. 1929 

2,163 

33.7 

$(000,000’s) 


2,031 

30.7 

EsSUiiisI 

2.06S 

31.0 

Sweden 

June 1929 

3,462 

19.1 

All banks 

Dec. 1929 

3,481 

18.9 

Kronor (000,000’s) 

June 1930 

3,648 

18.9 

Dec. 1930 

3,631 

18.8 


June 1931 

3,631 

1S.0 

Czechoslovakia 

June 1929 

2S.433 1 

66.4 

Joint Stock Banks 

Dec. 1919 

29,486 

66.0 

and “ Landes- 

June 1930 

29,3S9 

64.6 

banken ” 

Crowns (000,000’s) 

Dec. 1930 

30,407 

64.0 


The velocity of circulation of deposits declined rapidly. 
Accordingly to the New York Federal Reserve Bank, the velocity 
of circulation of bank deposits in New York City in the first six 
months of 1931 was considerably less than one-half what it was 
in the. corresponding period in 1929 and about one-third of the 
velocity attained in the autumn of that year. 

Notes in circulation tended to decline in most countries, 
while deposits with Central Banks tended to increase. In France, 


1 Excluding Government deposits. 

1 Including sums due to banks. 
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of banking in the different countries. Figures available for the 
United States show that bank suspensions, which amounted to 
less than 500 in 1928, rose to 650 in 1929 and 1,350 in 1930. In 
the early part of the latter year, an epidemic of failures, largely 
confined to small banks in rural districts, broke out in the Middle 
West and South ; some banks in the large commercial centres 
also went into liquidation. Although numerous, these suspensions 
involved in most cases relatively small sums. In the first half 
of 1931 the number of bank failures was 778 as against 
542 in the same period of last year. Special difficulties had to be 
dealt with by banks in countries where large sums were tied up by 
the financing of stocks of commodities which depreciated in value, 
or by large credits to industries which became illiquid during the 
depression. In countries where there exists a close connection 
between banking and industry — especially Central European 
countries — industrial credits became frozen to a serious extent. 

, Owing to this factor, combined in some cases with the withdrawals 
of foreign credits, certain banks of importance in Central and 
Eastern Europe were forced temporarily or permanently to cease 
operations. 

The strain on the reserves of some Central Banks which 
was felt in 1929, was greatly increased in 1930 and 1931. Foreign 
exchange rates became seriously disturbed and reacted readily 
to risk factors, both political and economic. The value of the 
Spanish peseta, certain Latin-American currencies and the 
Australian pound fell considerably and events in the summer of 
1931 seriously affected a number of European exchanges. The 
decline in the price of silver involved a substantial drop in the 
Chinese exchange. 


Table XXIX. — Percentage Depreciation of Certain Currencies. 1 



Average 
May 1929 
per cent 

Average 
May 1930 
per cent 

Average 
May 1931 
per cent 

Discount against Dollar. 




Spain 

— 26 

— 37 

— 48 

i Argentine 

— 1 

— 10 

— 27 

Brazil 

— 1 

— 1 

_ 44 

Uruguay 

— 6 

— 11 

— 41 

Venezuela 

— 

— 1 

— 15 

Discount against Pound Sterling. 




Austi'alia 

— 1 

> — 6 

— 23 

New Zealand 

— 1 

— 4 

— 8 


1 Source : League of Nations Monthly Bulletin of Statistics. 
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declined by less than three-tenths for Europe and by almost 
one-half for other continents. 


Table XXXIII. — The Change in the Direction of Exports 
of Certain Countries in 1930. 

(1929 = 100.) 



Europe 

North 

America 

Rest of 
World 

Total 

U. S. A 

j 

79 

70 

69 

73 

Ctlnada 

76 

70 

66 

71 

Australia (years ending June 30th) 

95 

90 

66 

S6 

Japan 

87 

56 

77 

68 

United Kingdom : 

(a) General Exports .... 

87 

72 

73 

78 

(b) Special Exports 

89 

72 

75 

78 

Germany 

95 

70 

78 

89 


This table shows that Europe has been a better customer in 
1930 compared with the preceding year than the rest of the world. 
The sales to Africa have also been fairly well maintained. One 
reason why European trade seems to have suffered less than 
that of other continents is that a comparatively large part of 
its population is employed in manufacturing industries, which 
were less severely hit by the decline in prices than industries 
producing foodstuffs and raw materials. The following table 
shows that the export value of ten countries exporting mainly 
manufactured goods had declined 37 per cent in the first quarter 
of 1931, compared with the same period two years earlier, while 
it had dropped, in six non-European countries exporting vegetable 
foodstuffs and raw materials, as much as 52 per cent. The 
European exports of these cruder products maintained their 
export values much better, but the high figure in the table is 
partly due to the increase in the exports of Russia. If that 
- country were excluded, it would be true that manufacturing 
countries would be found to have reduced their export values 
by a little more than one-third, and countries exporting primary 
products by almost one-half. Fundamentally different has been 
the position of countries exporting animal foodstuffs, as is seen 
from the fact that the exports of Denmark and the Irish Free 
State only declined by 6% per 'cent in value. 
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Table \\\l\ / curtilage Changes tn tie \alue oj To reign 

Tr le hi (rrlatn Croups of C unlries 


h 

1 

□ m nut oi cflot'povili 
1 g half jtarlo W 3 j 

lint quarter 
oflMI 

l 

nut hall j 
liJO j 

second haj! 
13-W | 

|Gik quartrt 

or me 

i 

Imp. 1 Lap. { 

In p. | Lip. 

j hop.) 

Hap. 

l Ten countries exporting main 1 l 

Iv manufactured goods S3 ! 

l 

S7 ! 

l 

7,1 

76 

! 

\ </> 

63 

1 Countries exporting manl> ! 
vigetabk food and raw in a 
tennis 

( a ) J iv c European countries 

H 

lit 

87 

86 

! 

i 82 : 

91 

fb) bix countries mother con 

hi 1 

j 72 

6b 

63 

01 

18 

(e) Total of (a) and (b) 

I fU 

79 

71 

08 

1 

53 

3 Two European countries ex 
porting maml> animal food 

j 99 

'100 

87 

89 

■!« 

91 


The m v ment of imports tn thc$«. various groups of countries 
is shown on tl t ible uid nut! not be commented upon here 
It i striking ho\ ever that extra European countms {reducing 
pnmar> j roducts reduced their imports much Jess than thur 
exports while the opposite was true o( Furopean countries of 
the same tjpc Imjiortation of foreign commoditn.s plays a 
more important rule in the economic life of the former countries 
m which a restriction of imports is therefore much moa difficult 
to bring about Further these countries had a larg supplv of 
foreig 1 exchmge and gold which the\ w<.rc able to utilise to 
pa\ for a tcraporarv excess of imj oils, while the European 
pnmarv producers had to adjust their import values to the 
changed export cond t oi s 

Further analv sis of the changes in trade as betw ecu different 
countries during 1930 compared with 1929 reveals the important 
fact that trade between European manufacturing countries was 
'CT 5 little affected bv the depression The reduction m the. 
foreign trade of Lump an countries was thus almost exclusively 
™* , “ lhe fallmg-off in trade with other parts of the world In 
1JJI the situation, however changed in tins respect 
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For a few countries, indices of the prices of goods entering 
into international trade are available, which makes it possible 
to compute roughly the quantum of their international trade. 
A study of this material shows that the quantum of imports in 
five manufacturing countries, taken as a whole — the United 
States, the United Kingdom, France, Germany and Czechoslo- 
vakia — declined by only about 6 per cent from 1929 to 1930 ; 
whereas the volume of their exports fell off by 13 per cent. 
This indicates that the terms on which international trade was 
carried on by these countries were changed considerably to their 
advantage. It must be kept in mind, however, that the magnitude 
of the variation in the terms of trade cannot be judged from 
such figures, owing to the fact that the net export of capital 
from this group of manufacturing countries was much reduced 
in 1930. Similar figures for cereal- and raw-material-producing 
countries are not available, but price data support the conclusion 
that the terms of trade of these countries moved in the opposite 
direction (see Chapter V B). Furthermore, the fact that manu- 
facturing countries seem to have suffered much less than others 
during 1930 has been partly due to the large and practically 
fixed interest payments which they received ; the decline of 
the price level naturally increased the real value of these payments. 

Table VII in the Appendix shows that in all countries for 
which quantum figures are available, with a few exceptions 
a reduction of the volume of imports and exports has taken 
place. Value figui’es have of course declined still more. The 
most notable exception is Russia, which will be discussed below. 
France increased the quantum of her imports ; New Zealand, 
Algeria, Latvia, and the Netherlands Indies their exports, 
while Denmark increased both exports and imports. 

Countries which sell a large part of their commodities to 
Europe have fared better than those which export largely to 
other continents. For instance, the export value of the United 
States fell off by as much as 27 per cent ; in the United Kingdom, 
the value of exports declined by almost 22 per cent and its 
quantum by over 17 per cent, whereas the value of German 
exports fell only 10 per cent and the quantum only 4 per cent. 
This would appear to have been partly due to the fact that 
Great Britain normally sends only about a third of her exports 
to Europe, while Germany sells three-quarters of hers to European 
countries. The fact that Germany maintained her exports at 
a high level was also the outcome of other circumstances — in 
particular, the necessity for making reparation payments and 
meeting other fixed obligations abroad during a period when 
the influx of foreign capital was reduced. This of course 
also affected imports into Germany, the quantum of which 
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St itis the luttcl Ki-tdom rruucu “' ^'nuauy 

is sax ^ “ 

Tjb Uuhl Sne, the value 0[ te impu* 
da lined much more than the '•''hie rf [ lisll ierable increase m the 
dints In Trance there was even a cons f ir K Uports of nunu 
value of nniorts of the latter group SixntlarlN c ^^pQ^ s of ro w 
factur d goods were better maintained Uian exp 
materials except in the ease of Great Britain 

Ttble \W\ — Percentage C/ianffesm the \ alue and Qaantu 
of Trade in 1930 
(1929 => 100 ) 


Value kjuanlun | Value |Qaa 1 


United Slates 
Crude materials 
Scan manufactures 
Finished manufactures 
United Kingdom 
Raw materials 

Articles wholly or j aril} 
manufactured 
France 

Industrial materials 
Manufactured articles 
German} 

Raw and semi manufactuus 
Manufactured articles 


I 83 103 

113 1 . 
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The quantum figures for the three European countries 
confirm the impression that their trade was relatively well 
maintained during 1930. That the exports of manufactured 
products from manufacturing countries kept up well is also seen 
from Table XXXVI. This table reveals the great difference 
between the ability of Europe and other parts of the world to 
purchase such commodities. Exports of Germany to Europe in 
1930 were nearly as large as in 1929 and larger than in 1928, 
while exports to other continents were about 25 per cent lower. 


Table XXXVI. — Index Number of the Value 
of Exports of Manufactured Products in 1929 and 1930, 
as Percentage of 192S. 



1929 

1930 

1929 

1930 

Germany* : 



United States 2 : 



To Europe . . 

: 112 

111 

Semi-manufact. . 

102 

72 

To Non-Europe 

116 

86 

Finished . . . 

112 

84 

Total . . . 

113 

104 

France 3 . . . . 

98 

85 

United Kingdom 1 : 



Belgium 1 ... 

106 

90 

Domestic Exp. . i 

99 

76 

Netherlands 5 . . 

108 

92 

Re-exports . . 

111 

93 

t 

Czechoslovakia 3 . 

100 

88 


Among the manufactured commodities, exports of producers’ 
equipment seem to have kept up at least as well as those of 
consumers’ goods. It should be observed, however, that before 
the war, there was a clear tendency towards increased trade in 
the former kind of commodities, a tendency which seems to 
have continued later. To judge the influence of the depression, 
it is therefore necessary to eliminate this trend. According 
to Professor Wagemann, the exports of these two classes 
of commodities from Gei'many, the United Kingdom and the 


* Brussels classification ; including War Reparations in kind. 

1 National classification, viz : “ Articles wholly or mainly manufactured ". 
1 National classification. 
s National group “ Objets fabri ques ". 

1 Brussels classification. 

5 National group “ Fabrilcaten ”, which is practically that of Brussels. 

‘ Brussels classification. . 
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United States tno\ed m the manner indicated by the following 
table 


Table \\\\I/ — Changes in Exports oj Producers 
and Consumers Goods (in per cent) 1 


— 

1910 

parcdftHh 

1000 

1913 

partd with 
1910 

102a 

pared with 
1913 

1930 

pared with 

1925 

Producers Goods 

Germany 

United Kingdom 

United States 

-rioa 
~ 57 
-r 56 

+ 16 
t 28 

1 O- 66 

— 3u 

: + lo 

- 17 

— 9 
t 9 

Tola! 

+ 72 


— 3 

+ 14 

Consumers Goods 
Germany 

United Kingdom 

United States 

+ 38 
a- 55 
-v- 74 

-1- 26 
it 

~ 32 
+ 2 
+ 33 

J- 19 

— 39 

— 21 

Total 

- 51 

-r 22 

— 5 

- 22 


From 192o to 1930 the \ alue of exports of producers goods 
increased by 14 per cent while the value of exports of consumers 
goods declined b> 22 per cent The boom period brought archlivc 
mcrcasc in the importance of producers goods in international 
trade Trom 1929 to 1930 llie reduction in the German exports 
of finished commodities belonging to these (wo classes seems 
however to lia\e been almost the same The high German 
exports of producers equipment goods were partly due to large 
sales to Fnnre Since the new tariff agreement between those 
two countries German exports to Trance of electro technical 
machinery hue risen to twelve times the figure m 1927 and the 
exports of machines in general to eight times the figure for that 
jear 

The readjustment of the net trade balances — that is the 
difference between imports and exports — of certain groups of 
countries which has resulted from the changes in the conditions 


1931 S pase'l4^ aeCmann SlruUur uni flhg kmsulJtr VftUwirlicfKilli Berlin 
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of international trade and in international capital and gold 
movements, are seen in Tables X-XI in the Appendix. In manu- 
facturing countries, practically no change took place from the 
second half of 1929 to the second half of 1930, or from the first 
quarter of 1929 to the first quarter of 1931. European countries 
exporting vegetable foodstuffs and raw materials appear to have 
adjusted their trade balance in the course of 1929 and to have 
continued to do so in .1930. Such countries in other continents, 
on the other hand, have in many cases changed their trade 
balance in a negative direction, in spite of the fact that 
long-term borrowing has been much restricted. (See next 
section.) 

It is impossible to enter here upon a description of the trade 
in individual commodities. It may, however, be mentioned 
that trade in coal seems to have been very little affected by the 
depression ; in the second half of 1930, it exceeded that in the 
corresponding period of 1928. World exports of motor-cars 
fell in 1930 by over 50 per cent, while production fell by less 
than 40 per cent. 

Russia is a notable exception to the general movement towards 
a reduction of both the quantity and value of international 
trade. The value of Russia’s foreign trade increased by 16 per 
cent from 1929 to 1930 and, if quantum figures were available, 
they would of course show a still greater rise. Export values 
increased by 13 per cent and import values by 21 per cent. A 
comparison of the trade of Russia to-day and before the war is 
exceedingly difficult on account of territorial changes. It would 
seem that the foreign trade of the U. S. S. R. in 1930, although 
considerably larger than in preceding years, was still less than 
that of those parts of the Russian Empire comprised within 
the present Soviet Union before the war. In spite of a bumper 
crop in 1930, the exports of cereals would appear to have been 
smaller than before 1914. The timber exports, on the other hand, 
seem to have been somewhat larger. As the considerable and 
unexpected increase in the supply of certain important Russian 
commodities in 1930 occurred during a period of depression, 
it naturally exercised a considerable influence on the movement 
of prices. On the other hand, the even greater increase in imports 
of semi-manufactured and finished commodities must have 
exercised a stimulating influence on the industries which were 
able to sell to Russia. For example, the U. S. S. R. imported 
agricultural and other machinery to a value of 361 million 
roubles ($186 million at par of exchange) or more than 
twice the figure for 1929. The imports of motor-cars, ships, 
finished iron and steel goods other than machinery, semi- 
manufactured products of iron and steel and metals, also show 
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a considerable increase It should be obsened, however, that 
Russian imports of raw materials Inu been declining, a fact 
which his tended to mten$if> the slump m their prices on the 
world markets 

During 1911 the tendencies in inUni Umnal trade which 
haw been d scribed abuse sure consult nbl> modi bed The 
s ilue of world trade continued t« contract md m the first i{U irlcr 
e f the >e ir was 30 p r cent less than in the corresponding ptnod 
of list \e r (See Tobies \WII and X\\I\ abosc) This 
s\ i in eun ^rester re due tun thin ui the prexious sear Tlie 
chi f difference Uowestr between 1931 and 1930 \s is a change 
m tlie relative position of the dillerent countries Mmufic- 
tunng count ucs reduced Ihvvr exports at least as much as — ill 
mans cases more than — other countries Tins w is largely due 
to tin fact that while Uuir trade with non manufacturing 
countries continued to fall there seas a still greater drop m 
the lrale bitu cn tin dilT.ruit manufacturing i ountnes which 
Itad be n sull maintained during 1930 Turther it was the 
soliime of trade m finished goods wlmh decline el most How 
ws«rt the reduction m the exports of manufactured products 
his been is shown m the XolJowing t lblc for certain 
countries 


Table WWIU — Indcr \ umber o/ the \ nine o/ FrporLs of 
Manufactured products in (he First Quarter of I93f in Per- 
centages of the tint Quatlcr of 1929 


Germans 

To Europe 93 

To \on Lurope (11 

Total 83 

United Kingdom 
Domestic Exports 5 1 

Re-exports GO 


Lulled States 
Semi mmufactured IS 

1 inishcd 19 

Trance 72 

Be-Uiuni So 

\ethert anils 74 

Czcchoslos ala e 79 


This reduction of world trade could not but consideroblj 
influence conditions in the shipping industrx It has been nun 
lioned in Chapter II aboxe that shipping rates e\cr since the 
war had tended to decline and were rc) iU uh low Tlie fact 
u . , , e >? n dunng the summer of 1929 more thin (he per cent 
ot total tonnage was laid up indicates that a considerable surplus 
existed Under such conditions the reduced demand for cargo 
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space, which accompanied the decline in world trade, naturally 
depressed rates, as is shown in the following table : 

Table XXXIX. — Index Numbers of Ocean Freight Rates. 

(1913 = 100.) 



Economist 

Slalist 

Slalislisches 

Reichsamt 

1927 \ . . . 

110 

119 

106 

1928 

99 

110 

102 

1929 

97 

106. 

109 

1930 

79 

82 

92 

1931 1 

81 

85 i 

i 

8S 2 


The fall from the 192S level was, however, rather smaller 
than that for most commodity prices. Computations of a general 
index vary considerably and show a reduction of from 10 to 16 
per cent. The further reduction in 1931 has been insignificant. 

The downward tendency of shipping rates has of course been 
strengthened by the fact that shipbuilding continued on a large 
scale throughout 1930 ; it has, however, fallen off considerably 
during 1931. The total world gross tonnage exceeded 70,000,000 
tons in June 1931, or 3,000,000 more than in the same month of 
1929, while it was about 47,000,000 tons in 1913. 

That shipping rates declined so relatively little in spite of 
this increase in supply in a period of falling demand would appeal 1 
to be chiefly due to the fact that the rates were already not much 
above the variable costs of many old ships. Hence, even a small 
reduction has made it unprofitable to keep them in commission. 
The tonnage not in use in the spring of 1931 was about 18 per cent 
of the total. 

It should be added that certain rates have not participated 
in the general decline. On important routes the companies 
which control the liner traffic agreed to maintain almost the 
same rates as before the depression, both for passengers and for 
many classes of goods, and very little changes were made before 
the summer of 1931. This fact, however, although it has tended 
to restrict the trade in some commodities on these routes, has 
been of relatively little importance compared with the reduction 
in the rates ruling in the tramp traffic. 


1 First half of the year. 

* January to April. 
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E Intern \tionvl Capital Movements 
Outline of Recent Changes 

In a prev mux section a summarv vs as made of the movements 
of international capital which took place after the war until 
the mid He of 1928 Mention was drawn to the gradual increase 
in th volume of capital transfers — particularlv to the growth 
m European borrowing at the time of the monetary stabilisation 
— and to the return to more normal political conditions in 
certain countries m 192t~2o 

Temporary disturbances in the latter part of 192a and in 
1926 checked capital transfers to a certain extent From 1927, 
French capital exports began to fall off and change m a way 
which it would appiar ofheted most directly the credit situation 
in Gertnanv \ev erthclexs capital mov ora nts in 1927 and 1928 
were verv consul rablc In each of these years the aggregate 
net capital export from the three largest capital exporting 
countries — the tinted Slates the United Kindgom and Trance 
— amounted to between §1 500 million and §2 000 million 
and the capita] imports of German} arc believed to lme exceeded 
§1 000 million 

By tlic middle of 1928 there were signs of a general conlrac 
tion in international capital operations The foreign issues 
floated in the tinted St ites fell from the exceptionally high 
figure of 5842 million in the first half of that year to S 109 million 
in the second This reduction was however partlv offset by 
exports of short term capital for during the second half of 
the year tin. foreign borrowers wire able to draw upon their 
deposits in Vimncan banks consisting largelv of the proceeds 
of loans prevnouslx floated The turn in the net capital exports 
of the Undid States on long and short tirm account only came 
in the beginning of 1929 During that year tlie\ fell to 
5233 million or to less than one-fourth of those m 1928 

For the United Kingdom no direct estimate of the capital 
mOMtncnt is available but the surplus on account of current 
items md Government capital transactions m (he official balance 
of payments estimate amounted to $667 million in 1928 and 
5672 million in 1929 * If this cstunatr be correct pmatecaj itaJ 
cajoi-ts wire as great or even slightly greater than m 1928 
The aim unt of new capita] issues for foreign accountfel) however 
bv oxer a third and the outflow of capital in other forms than 
ntw long-term loans would thus appear to have increased 
l rench capital exports, which wire still considerable m 1928 
were practically wiped out in 1929 


1 Prtl nu ary Ogure. 
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The restriction of capital movements is of course equally 
noticeable in the figures for borrowing countries. German 
net borrowings are estimated to have fallen off in 1929 by $450 
million or nearly 44 p.er cent ; similar reductions took place in 
the case of a number of other countries. 

The following table summarises the available information 
concerning the net capital movement in the years 192S and 1929 
for a number of countries, lenders as well as borrowers. Capital 
exports are indicated with a (-f) sign and imports with a ( — ) 
sign. For certain of the countries, these figures, which comprise 
both long- and short-term capital, are not based on direct 
evidence of the capital transactions but are calculated from 
the balance of current commercial transactions. 


Table XL — International Capital Movements , 192S and 1929. 

$ (000,000’s) 

192S 1920 

Lending countries : 


Canada 1 

. „ -f- 

164 

— 87 

Czechoslovakia 

i 

... ~T" 

53 

A 31 

France 13 

4_ 

235 

— 29 

United Kingdom 1 3 ... . 

> 

... ~r 

667 

- 672 

United States of America . 

! 

1,036 

-r 233 

Sweden 1 

... f 

19 

-r 71 

Borrowing countries : 

Argentine 1 

, , . — 

131 

— 38 

Australia 13 

. . . — 

193 

— 166 

Denmark 


— 

+ 9 

Dutch East Indies .... 

. . . + 

S 

— 32 

Finland 1 


40 

— 12 

Germany 1 

. . . 

1,017 

— 567 

Hungary 

... — 

88 

— 37 

India 1 G 

. . . — 

67 

— 36 

Japan 

. . . — 

54 

-r 25 

New Zealand 36 


- 5 

— 54 

. Norway 

... — 

34 

— S 

Poland 

. . . — 

140 

— 58 

Yugoslavia 

. . . — 

26 

4- S 


1 Indirect estimates, calculated on the basis of figures relating to merchandise, 
gold and services. 

: The figures exclude Government capital transactions. 

3 The tigiu-es exclude amortisation of Inter- Allied debts- 
1 Economic years ending September 30tli. 

5 Economic years ending June 30th. 

* Economic years beginning April 1st. 
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Ib i numb r of cis v th capitd bilincea wen. rcvmcd in 
1921 Thus thrum tin l rrowmg count ms show n In the alum 
t ibt (Sugtxhvi Denmark and h pi n) n corded i net capital 
a pot I m tint v r !U(,uIir amortisation pivmcnls and rejm- 
in nt f 1 rt t rin mdit* tc u«l it should Ik ritmmbercel, to 
rr it i i ijd I expert from debtor cuunlrus if mu borrowing 
n rl 1 1 

t 1 1 wit ih hid Inin exporting cipital during Ihe period 

t2K imperial npild m 1929 Nn chief reasons for 
1 In*, <laig \\«n the drop if o\er 10 ]h r cent in tin Laitadiau 
wh l rip in 1929 is a result of which the export surplus of 
t i h! i was re lured and the exceptional demand for ripital 
in th ccuntrx mated parlU h\ the mdustml boom partly 
l \ the storm * up of a portion rf the rich crop of 1 92b h\ the 
W 1 rjl Pool Tin rijilal baJaur. of tin Dm eh l »st Indie* 
w is also reversed in 1929 when then w is i c lpil vf nniKirt into 
tin e untr\ if sum $ $0 million dut in part to (hr id terse 
IT t uj n tin tr 1 bnl nice of tin f dim;, prices of the nmu 
\ redu ts if the iounlrv 

N w Aaluni normally borrows but in the economic tears 
beginning \pnl 1st, 1927 and 1928, llim apjn irs to have bun 
» sin ill cnntal export from tint country Hie resumption of 
taj dal imports in tiicfelluwuig >i tr { \pi*i 1st 1929*Marcli 3lst 
19o0) \ms connected with the fill m the prices of wool and 
other exports The inflow of cipital w is exclusive fv m the form 
of sales of domestic holdings if outst inding foreign secunlnat 
and short term funds n long tenn loans ire record 1 

Lnlikc most lending u uutru-s Sweden records in unusually 
high capital expert m 1929 — hi n lnr indeed than m 1927, 
when the previous post w ir ruord was reached In 192S the 
capital oulJli w was curtailed probably large!) under the influt nee 
of ltbcur disputes m the mull exporting industries 

The cc unlries shown m the table, other than those mentioned 
above record a drop in 1929 Czechoslov ik capita] exports 
fell by 12 per ee.nl Ugmtuie capital imports by 71 per cent, 
\ustr ililn < apital imports bv { f pc r ce nt Indian c ipitaj imports 
b\ m tier cent and Pc lisli Hungirnn Norwvuin uullmmsb 
capil il imports bv j9 a 8 76 and 70 pet cent respective!) I or 
a number of countries no figures concerning the capit il ineive- 
ment »rr available but the conclusions which m »v be drawn 
from the movement of the visible traile balance and other factors 
confirm the view that the restriction m international endit 
was almost universal 

\s mentioned above the change in the capital market was 
noticeable m certain countries b) the middle of 1928 or more 
man a sear before the turn of the business evek V further 



— 203 


contraction would appear to have taken place in the summer 
of 1929 and to have heen one of the factors which led to the 
spread of the crisis in the autumn of the same year. 

Capital movements after the turn of the business cycle in 
1929 are only incompletely known. The net export of capital 
from the United Kingdom, which in 1929 had remained at 
practically the same level as in preceding years, was considerably 
reduced in 1930. The surplus on account of current items and 
Government transactions, according to an official estimate, fell 
from $672 million in 1929 to §190 million. The United States 
capital exports, which in 1929 had fallen to less than one-fourth 
of those of the preceding year, or $233 million, is estimated 
to have risen to $547 million 1 . Other countries repurchased 
a large quantity of their securities. Hence, the net export 
of long-term capital was only $213 million, the rest being an 
outflow of liquid funds. 

France appears to have withdrawn large amounts of her short- 
term investments abroad in 1930 and, judging from the visible 
trade figures, it may be assumed that there was an inward capital 
balance. From being one of the most important capital-exporting 
countries of the world, France, in the course of two or three years 
seems to have become an importer of capital. The change was 
accompanied by a steady increase in French gold imports. 
Switzerland, according to an authoritative statement 2 3 , received 
more capital from abroad in 1930 than she invested there. The 
change in the Swiss balance would seem to be connected with 
the inflow of short-term funds from Germany and other countries 
and was due — in spite of the exceptional decline in money 
rates in Switzerland — to a desire to avoid high taxation or 
risks elsewhere. Belgian and Swedish capital exports appear to 
have contracted in 1930. 

The German inward capital balance, which in 1929 had 
fallen off considerably, was further heavily reduced in 1930. 
In the first half of the year, the inflow seems to have been consi- 
derable — about $150 million — but late in the summer the 
confidence of foreign capitalists was shaken and a large outflow 
of liquid funds began. This led to a reduction of the foreign 


1 The official estimate made by the Department of Commerce is S733 million, 
but from tills figure has been subtracted a sum on account of amortisation of 
war debts, the net change in merchandise credits and some other minor items 
which are not considered as capital items in the official balance of payments 
estimate. It does not seem improbable that the figure 8547 million is too high, 

as the credit items oil the balance of payments fall short of the debit items by as 
much as 8374 million. If it is assumed that tire net export of capital %vas really 
lower than the official figure, the debits and credits would more nearly balance. 

3 Report of Professor G. Bachmann, President of the Board of Directors of 
tire Swiss National Bank, to the Assembly of the Bank on March 7th, 1931. 
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c\rli mge r«s i-vcn while long trim borrowing continued, 
the ntt 1110 % m nt of e ipitil in tile second hjll of the 
\ f ir seems t» hi' filltn to an insignificant sum For the- 
whole Mir tin nl ftrugn borrowing is estimated it $170 
million t t n t much man th»n 1 third <f tin. German 
jajanti n } \m nts This* pavnunts wire rendered possible 
b\ isurjli rf romniodilv exports over imports ol $370 million 
Di inform ill mi available concerning l rule m merchandise, 
an 1 g 11 mi^ Ms 1 smnl ir fall 111 tin capilil imports of Vohnri 
ml Hunt. tr\ ( anada which hi gin to 1 orrow m 1029 stuns to 
1m increased its c lpital imports considerably in 1930 J spill s 
h linn of pi>mcnts change d in tin opposite ilmcUon ifUr 
lnum, import nl capil ll stc ulilv up to 1928 it recorded a small 
net export in 1929 whuh prolnlilj increased gn itl> ui 1930 
The tendencies tow ire's a contnction in the international 
capit ll most nn nls other than reparation payments iiul in some 
cases tiwirls 1 rturs.il in tlu direction of tin net movement 
of caj it il whieli hiil become t suit nt during tin boom of 1928-2*1 
wtr thus on the whole intensified 111 1930 Som obscrv itions 
on tlu short-term capital movcmcntswillln- made m Cluj ter \ 111 
Towards the end of 1930 Gertnanv had a iut indebtedness on 
short term lccount of about $1 100 million 1 lnctu Hums ia tins 
sum exercised a dunlin itmg lufluence on the Geninn economic 
position 111 the summer of 193t 

The above statements rifir to tlie total capital balances 
and arc to a certain extent contradicted b) t) 1 infomiation 
available c accruing the movcm nt of new capital issues floated 
for foreign account in the main lending countrus The re nas a 
growth in such issues in the last months of 1929 and the first 
half of 1930 and during this period the flow of capital from 
lending to borrowing countrus in certain other forms probably 
increased also Later in the latter >car however capital move- 
ments again contracted as a result of certain economic ind 
political Tactors and it appears that the tendencies of the last 
half vear rnitw igheef those of the first 

In 1931 the long-term Vapital movements sceui to have- 
continued to decline h t Retailed figures are not available 
Franco granted considerable loons to agricultural countries 
in South-Eastern Europe 


tna/jsis of \ew Capital Issues 

In sludvjng the movement of new capital issues it should 
, rmendiered that although over a longer period thev mav 
Ini.nL Wc significance for the future, capital balance of the 
countries concerned than, for cvaxtjplr, fntdmtr aa4 caW 
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outstanding securities or lendings and borrowings on short term, 
which normally offset each other to a large extent, this may 
not be true of a shorter period. Impressions from a study .of 
such issues must therefore be corroborated or completed by 
other data showing the changes in the capital market, particularly 
the movement of effective bond yields and money rates in 
different countries. 

The United States capital issues for foreign account cul- 
minated in 1927. In this year they amounted, according to the 
Department of Commerce, to $1,337 million, or about double the 
corresponding figure for issues in the United Kingdom, but they 
fell to $1,251 million in 1928 and $671 million in 1929. This con- 
traction in United States lending abroad in 1928 and 1929 
coincided with the New York Stock Exchange boom. 

In the second quarter of 1928, as the boom gathered strength, 
bond yields began to rise and continued to do so until the autumn 
of 1929. The consequence was an increase in Ihe actual interest 
rate necessary to induce lenders to take up issues of fixed-interest 
securities, and this increase, though small, was sufficient to 
discourage such issues in the United States. Foreign Governments 
to a large extent turned to other capital markets where conditions, 
although affected by those prevailing in the United States or 
by local booms, were generally less unfavourable. In other 
cases, these Governments were able to meet their requirements 
for current expenditure or for refunding of matured loans by 
short-term banking advances, thus avoiding the flotation of 
new bonded loans or at least postponing it in anticipation of 
more favourable conditions on the market. 


Table XLI. — United Stales, Capital issues 
for Foreign Account. 1 

$ (000,000’s) 

Bonds and notes : 

(a) Government and mi 
pal loans 


Shares : 

(a) Preference shares 

(b) Ordinary shares 



1927 

„192S 

1929 

1930 

i- 

827 

586 

121 

548 

3S 

699 

625 

473 

419 


17 

40 

114 

13 

. 

18 

69 

51 

29 

• 

1,561 

1,320 

759 

1,009 


1 Series of the Commercial and Financial Chronicle. The figures show nominal 
values and exclude refunding operations. 



The Stock Lxelungc speculation favoured the issues of 
foreign shires in thi Lmted States but although the volume 
of such issu s was hv< times is great in 1929 as in 1927, it was 
still relaliv Iv inimportant — representing only 22 per cent 
of th t tal issues for foreign account \ more substantial growth 
m f i ign issues in tlu Lmted Stales was prevented ' by the 
r Kiel no of foreign managements to set corporate control 
pa s t another country ana by the traditional unwillingness 
tf tin iieaiimiestorstopurclnsLStorksofforfigncoqioralions 1 
The d m uid for a relatmly high degree of security when subsc- 
ribing for foreign securities may -ccount for the fact that the 
v alum of foreign preference shires ro^c more rapidlv thin 
thit if ordinary shares while the reverse is trut of the share 
issues fir domestic account 

When share speculation came to an end m the last quarter 
of 1929 capital was agun released for bond issues and the total 
issn s for t j reign account rose rapidly up to the middle of 1930 
Dunn,, tl t last half of that year they tgaui fell to a low point 
Th cause of this new decline was no doubt part!} the iggra 
\ ited economic conditions in a number of borrowing countries 
Miff ring from the low prices of their export products and other 
repercussions of the crisis and partly political compile itions in 
different parts of the world which themselves resulted from or 
were intensified by the economic depression 

The distribution of the Lmted States capital issues for 
foreign account rcvi vis certain facts of particular interest 
Vvuilible funds w re lugelv attracted not bv countries which 
normally requir foreign credits but by those with a rich domestic 
capili) supph Similarly loans to a number of the most ini 
P rtant borrowing countries in other continents were reduced 
Th course of events may best be illustrated by the fact that, while 
issues for the account of Canada and Sweden wlucli ire as i 
01 k capUal-cvporting countries rose from $194 million m 1928 
to S3at million in 1929 or from 16 to o3 per rent of the total of 
\mmcan issues tlnsv for the account of six large borrowers 
— namely Germans Japan Yustraha the Yrgentmc, Brazil 
"tl! * o° in ° ia ~ ^ rom So70 milium to $d 2 million, or from 
16 to 8 per cent of the total 

Tlu movement of capital from the United States to Germany 
«» «> ''rough the period under review been closely connected 
v\un the political situation of the latter country The contraction 
of imencan capital exports in 1928 coincided with a strong 
novcmenl in Germany for a definite settlement of the reparation 
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problem ; in September 1928, an agreement was reached by 
which the creditor Powers recognised the necessity for such a 
settlement. Negotiations started at the beginning of 1929 and 
continued throughout the year. The final agreement was not 
reached until January 1930, or a few months after the definite 
turn of the business cycle had taken place. The uncertainty 
with regard to the result of the negotiations during this consi- 
derable period tended to check loans to Germany as well as to 
certain other European countries. 

With the expansion of foreign financing in the United States 
during the first half of 1930, a number of countries which during 
the boom period had been largely shut out of the New Yoik 
capital market were again able to borrow there. Considerable 
amounts were raised during the second quarter by Germany, 
Argentine, Brazil and Japan. When the volume of issues for 
foreign account again fell off in the middle of the year, these 
countries were once more virtually excluded and the only country 
which continued borrowing freely in New York was Canada, 
in spite of the relatively low yield offered by Canadian bonds. 
In the last quarter of the year, Canada was practically the only 
foreign borrower. 

It is not necessary to analyse in detail the capital issues in 
international capital” markets in Europe. The major charges 
are summarised in the following table, showing the changes 
in the volume of issues for domestic and foreign account and the 
foreign issues as percentage of total issues in the United Kingdom, 
the Netherlands and Switzerland, together with corresponding 
figures for the United States. (See Table XLII.) 

British lending in the form of new capital issues for foreign 
account has recently been less affected than that of the United 
States by temporary political complications or business fluc- 
tuations. This is shown by Chart 30. A number of coun- 
tries which could not borrow in the United States during 
the boom period of 1928-29 were able to satisfy their most urgent 
requirements in the United Kingdom. Thus Germany increased 
her borrowings in London from £2 million in the first half of 
1928 to £5.9 million in the second half. Since the middle of 
1929, she has not, however, borrowed in this market. Similarly, 
in the last quarter of 1930, when the United States loans were 
confined to Canada, the United Kingdom lent large amounts 
to such countries as India and the Argentine. 

For Italy detailed figures are available 1 which show a large 
reduction of the issues of Italian loans abroad in 1929-30 compared 
with the preceding years. The amounts were, excluding issues 


1 Banca Commercials Italian.! ; Movimenlo Economica llaliano. Milano, 1931. 
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Chart 30 

FoRLIGN IsSLIS \S Pi UCENTAGES OF TOTAL IsSLES 1** THE U S ^ 
AND U K 


for refunding purposes 1927 $162 million 192S $aQ million, 
1929 $10 million, 1930 $11 million The issues of foreign loans 
in Ilalj on the other hand, increased from S3 million m 192S 
to $11 million in 1929 and $15 million m 1930 These figures 
refer onl\ to loans As a number of Italian shares were introduced 
on foreign stock exchanges in 1928 and 1929, it seems certain 
that Italy had a net import of long-term capital in 1920 and 1930 
also As it seems probable that Italy invested on short term 
abroad in 1927 and has later reduced her deposits abroad, it is 
doubtful to what extent the net import of capital was reduced 
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Table XLII. — Domestic and Foreign Issues in Certain Countries 

1928-1930. 


$ (000,000’s) 



192S 

1929 

1930 

United States : 


' 


Domestic issues 

6,795 

9,425 

6,029 

Foreign issues 

1,320 

759 

1,009 

Foreign as percentage of total . 

16.3 

7.4 

14.3 

United Kingdom : 




Domestic issues 

1,066 

776 

620 

Foreign issues 

69S i 

459 

534 

Foreign as percentage of total . 

39.6 

37.2 | 

46.1 

Netherlands : 




Domestic and colonial issues . 

131 

96 

123 

Foreign issues 

107 

45 

103 

Foreign as percentage of total . 

45.0 

32.1 

46.5 

Switzerland : 




Domestic issues 

57 

131 

61 

Foreign issues 

IS 

21 

60 

Foreign as percentage of total . 

24.0 

13.9 

l 

49.6 


The Price of Capital. 

Reference lias been made above in Chapter I to the narrowing 
of the margin between the price of capital in borrowing and lending 
countries which took place during the period of extensive capital 
movements. This movement came to an end in most countries 
in the middle of 1928 and in Germany and Austria about one 
year earlier. 

The changes in bond yields in a few countries from the begin- 
ning of 1928 onwards is shown in Chart 31. As the yield 
figures for different countries employed for the diagram are not 
comparable, the diagram does not illustrate the relative credit of 
the different countries, but only the changes in the price of long- 
term capital and the growing spread between yields. 


it 
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From the middle of 1928 to the end of 1929 yields were rising, 
but less rapidly in lending than in borrowing countries (see Chapter 
V — C). French yields indeed fell slightly. The discrepancy 
between the yield of bonds of borrowing and lending countries 
thus increased. 

The increase in the supply of capital available for investment 
in bonds after the slump late in 1929 did not entirely reverse 
the situation. It is true that bond yields in certain borrowing 
countries fell and approached the slowly declining yields in lending 
countries, but in a number of cases (for example Poland and 
Roumania) they remained far above the level ruling one year 
earlier. Moreover, during the latter half of 1930 there was an 
almost universal increase in the yield of the bonds of borrowing 
countries, while that of the bonds of most lending countries was 
stable or declined slightly. In the first half of 1931, the margin 
between .the yields first declined and then rose considerably under 
the influence of waning confidence in the position of important 
borrowing countries. 


The Equilibrium of the Balances of Payment. 

In view of the considerable and rapid changes in the volum- 
and value of commodity imports and exports from many coun 
tries, as well as in international capital transactions, the question 
arises how the equilibrium of the balances of payments was 
maintained. When imports of capital fell off, countries exporting 
primary products were compelled to adjust their trade balance 
to the new situation, using their reserves of foreign exchange 
and gold as a cushion to take the first shock. This readjustment 
of trade encountered great difficulties, as the greater decline 
in the export prices of these countries and the relatively inelastic 
demand for their goods abroad reduced export values and turned 
an export into an import surplus. 

The effect of the disturbances in the capital markets during 
the boom period of 1928-29 in causing important changes in the 
trade balance of several countries is very evident. The capital- 
exporting countries used a larger proportion of their capital 
for investment at home. This tended to increase imports and 
reduce exports — e.g., of machinery. Imports of machinery 
rose in 1929 in the United Kingdom by 14 per cent, in France 
by 59 per cent and in Belgium by 38 per cent. In most of the 
borrowing countries of Europe, on the other hand, the effect 
on trade was the reverse. With the tightening of credit in the 
middle of 1929 the trade balance of Germany and a number 
of other borrowing countries in Europe changed simultaneously 
from passive to active. 
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Table \L//1 - Net Trade Balance 1923-1930 1 
S (000 000 s) 


1 

1928 

1929 

1930 

1 

Ian- June'JuIt Dec. 

[/an. June | July fxc 

Jan June} 

July Dec 

Germany * j 

Lithuania 

Poland 

Hungary 

Yugoslavia 

Roumama 

— 321 [ 

jr i\ 
b Si 
1- 23 

1 1 1 1 1 

~ 69 

— 18 ! 
2a ! 
1 - 13 

I - 2 * 

- 81 
i 3 

1 -r 15 I 

-r IS 
- IS 

o- 120 

J- 9 

i ;! 

J- b 

, o- 191 
— t 

-L. 1 

1 5 

a- 33 


Certain ot these countries arc large exporters of agricultural 
products , their exports in the second half of each year naluralit 
exceed those in the first The rich crops in 1928 mid 1929 and 
particularly the bumper maize crops in Yugoslaxia and Roumama 
in the latter year, contributed to tlic actixe trade balance In 
Germany, Poland and Hungary, a reduction of imports and an 
increase in the exports of industrial raw materials and maim 
faciuros was however essential for the change 

The rich harvests so valuable to these countries at the mo- 
ment -when the credit crisis became acute were only one of the 
factors involved in the adjustment of their balance of accounts 
In most of them there was a contraction in the domestic demand 
for consumption goods in 1929 In Germany Poland and Hungary 
there was also a reduction In the imports of machinery As the 
table shows most of the above countries maintained an active 
trade balance in 1930 The increase or the excess of exports 
over imports in Germans in 1930 was partly due to the fact that 
export prices fell much less than import prices 
The trade of the most important borrowing countries in con- 
tinents other than Europe did not react in the same way to the cre- 
dit stringency Their trade balance became more passu e or less 
2£vA e In ., Thus the Argentine excess of exports fell from 
nil JJ ,Dn ,n *923 to $84 million in 1929, that of India from 
™*J* on t° $263 million and that of the Netherlands Indies 
rom S23_ million to $138 million , in Australia the Excess of 
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imports rose from §10 million in 1928 to $106 million in 1929 
and in Egypt, where there had been an excess of exports of 
§27 million in 1928, there was an excess of imports of §14 mil- 
lion in 1929. 

Variations in crops and prices, are to some extent res- 
ponsible for these changes. In 1928, the value of the exports 
of the countries in question was larger than usual, owing to 
rich crops and fairly high prices, particularly of raw textiles. 
In 1929, crops were lower and prices and the value of exports 
falling. > 

At the same time, however, imports of industrial products 
rose. It appears surprising at first sight that these countries 
could find means to increase their purchases from abroad in 
spite of the credit stringency. In certain cases the balance was 
settled in gold ; thus the Argentine, which had imported gold 
on a large scale in the two preceding years, and Australia exported 
' considerable amounts of gold. Certain countries — amongst 
them Australia — drew upon their balances in London or New 
York and others were able to raise short-term credits. Neverthe- 
less, the difficulties experienced in meeting the foreign obliga- 
tions became more serious in the course of the year. Some 
countries, among them, as has already been stated, the Argentine 
and Australia, departed from the gold standard. It was only 
in 1930 that the trade balance of the non-European countries 
exporting primary products was adjusted through a reduction 
in imports. Nevertheless a few of them had to follow the example 
of the countries mentioned above and depart from the gold 
standard. 

Summary. 

The history of international capital movements during the 
last few years, as illustrated in the preceding pages, may be 
divided into four distinct periods. 

The prosperity prevailing in the United States and a number 
of other countries during the first of these periods, comprising 
the year 1927 and the first few months of 1928, was favourable 
to mternational credit transactions. The volume of long-term 
international loans reached a record level and a diminution of 
the discrepancy between money rates and bond yields as between 
different markets took place. A number of borrowing countries 

particularly those which had recently stabilised their curren- 
cies — employed part of the funds raised abroad for the reconsti- 
tution of their gold reserves and were thus able to extend their 
domestic credit supply. On the whole, a marked movement 
in the. direction of greater economic stability took place. There 
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that country, was ti S litemn S when elsewhere credit was bccomm k 

" S Tlii second period coincides mill the “"j’lmfaKfjKS 
proper hemraunfi during the second qunrlir of 1028 ana lend > B 
□, the third quarter of 1020 Its mam durictcmtm B the 
rapid decrease in United Stitts long term liming » " 
the moeement ot shortterm funds to Sev. York where h gn 
uwmey rates prevailed Capital exports flora most other end mg 
countries were ids erecly affected h> Joe d booms ind as a i 
ol tixeir reduced capital exports w vs attracted by *seu i 
loans to most of live borrowing countries were curtailed Political 
factors further presented c ipital from flowing to ctrtaiu ©» 
these countries As a consequence the spread between the yiclus 
of bonds ot different origin increased In settling annual interest 
and imortisation obligations contracted during the preccdiug 
period of easy credit atmmbcrof borrowing countries were obliged 
to reduce their demand for consumption and capital goods and 
to adjust their trade balance or to export gold rhe resulting 
disturbance in price relations and trade movements was one of 
the main factors which led to the worldwide crisis in the last 
quarter of 1929 

The third period is relatively short — it comprises the last 
quarter of 1929 and the first half of 1930 The short term capita) 
attracted by the United States boom was withdrawn (the with 
drawals had indeed begun even before the Stock Fxchange 
collapse and may ha\c had some lnflumce in lmncin** it about) 
money rates fell and the discrepancy betwun rates in different 
countries were reduced Tilt rej iration question was settled 
“ °P Um,sm " as sprealing and intern dioint capita! 

agnil l opent ” lo tliC ma m borrowing countries 
There were thus certain signs of a rclun to the relath t stability 
1 l -l ie P e " od P^wding t) e boom stammy 
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primary products have dropped to a low level. Thus, a heavy 
strain has been imposed on the balance of payments and on the 
gold reserves of these countries, and gold has been accumulating 
in the United States and France. The price of short-term and 
long-term capital has fallen in the lending, and increased in the 
borrowing countries. 

The aggravation of the depression and the growth in unem- 
ployment has tended at the same time to increase public expen- 
diture and to reduce public income and has thus created great 
financial difficulties and shaken the credit of those Governments 
and countries which are most in need of foreign capital. Social 
and political complications in 1931, to a large extent the natural 
outcome of the depression, have had a similar effect, and have 
even led to a flight of capital from countries which needed it 
to those which did not. Thus the increase in the spread between 
money rates seems to a large extent to be due to a growing 
sense of political insecurity. A general feeling of insecurity and 
instability has been prevalent and has formed the main obstacle 
in the way of a resumption of international credit transactions 
on a large scale. 



Chapter M 

FURTHER AXMAblS OF THE DEPRESSION 


\ The Character of the Depression 

Th essential characteristic of the present world ecouomic 
depression is that a busiuess-cvcle recession occurred at a moment 
when structural change* and maladjustments lnd made the 
economic situation sen unstable The different aspects of this 
instability have been dealt with ui Chapters 1 C and II above 
and need not all be touched upon again It is, hawxver, important 
to emphasise that certain tendencies which had contributed 
to this mstabiiilv persisted after the beginning of tl c depression 
The adaptations for which these Undcnaes called were not earned 
oat, partly because the depression chicked the incentive to 
invest new capital even for the purpose ol adapting production 
to changing need* , partly because tariffs were generally increased 
Thus lor example an extraordinary increase in import duties 
on cereal* and other measures designed to protect domestic 
pnets tended to maintain the existing forms of agricultural 
production in the United States Canada and many otlnr 
countries tanfls on manufactured goods were also raised 

In such a situation where maladjustnunts and instability were 
lendmgrather to grow than to dimmish, a busmess-cy civ recession 
,n ‘* H * recession was espeoalh violent in the United State s, 
wuere the preceding boom had been very pronounced In other 
at^S^ 5 '*]' cri - no boom conditions had prevailed itlooked 
Uie umiai rect ^ slou wuld be relativelv mild However, 
already vror ' < * * c °nomic position which "bad in some wav s 
bv the senoils *)/haiv».n by the boom was further disturbed 
m slrenoth ^t nce depressing lenduiaes increased 
strength and number and gnTduallv affected one countn 



— 217 


after another. These tendencies were the combined result of 
the business-cycle recession in certain countries, the instability 
existing in 1928 and 1929 and the tendencies towards growing 
structural maladjustments noticeable in the same period. 

The actions and reactions of the various factors mentioned 
above need to be analysed a little further. The business recession 
in 1929, like all previous movements of a similar character, 
involved a reduction in the demand for raw materials and a 
decline in their prices. This decline was more rapid than it 
would otherwise have been, owing to the tendencies towards 
over-production, the weakness of many of the existing mono- 
polistic agreements and other circumstances which have been 
described in Chapter II B. For countries which concentrate 
on the production and export of raw materials, this price move- 
ment was of course a serious matter. The situation was aggrava- 
ted by the fact that the price of crude foodstuffs also fell as a 
result of an over-production of certain products such as wheat 
which was to some extent of a purely accidental character. 
Owing to the inelastic demand for foodstuffs, a very small excess 
production is likely to bring about a considerable drop in prices. 
The important factor in the movement of the prices of staple 
foodstuffs in the short run was, however, not the inelasticity 
of consumers’ demand, but the rapid contraction of the demand 
from merchants, whose stocks were falling in value. Owing 
to the slow decline of retail food prices and the relatively inelastic 
demand from consumers, the consumption did not to any 
considerable extent counteract the drop in prices caused by 
the contraction of the demand from dealers. On the contrary, 
the reduction in incomes would appear to have brought 
about a reduction in the demand for some of the more expensive 
foodstuffs. The drop in food prices was aggravated by the absence 
of any restriction of output. The individual farmer is unable, 
by a reduction of his output, to influence the prices at which 
he sells. Hence, contrary to the policy pursued by manufacturers, 
he naturally tries to meet falling prices by producing more 
rather than by producing less. The frequent increase of import 
duties on foodstuffs in most food-importing countries strengthened 
this tendency to maintain and increase supply, and thus contri- 
buted to the drop in price on the world market. Further, for 
special reasons, the world supply of wheat increased irrespective 
of the movement of prices. 

It is quite possible that the prices of foodstuffs as a whole 
might have declined very little or only for a brief period had 
there been no general business depression. It is true that demand 
for most vegetable foodstuffs is relatively inelastic and that 
therefore a tendency towards over-production would in any case 
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lmc brought ibout i considerable temporary slump m prices 
As a decline in cere d prices h murr kills direclly to a chcapen- 
,ng of animal foodstuffs the demand for the latter uoulu have 
trowi More v r \ opk v. ho are accustomed to spend a certain 
amount on food will buy mori inumi foodstuffs when they get 
their usu 1 supplies of bread and other \ cgclable foods it lower 
cost H iue a compitaltuly smill shift from cereals to dairy 
f, ruing might hast been sufficient almost to restore cereal 
pnr« to tin ol 1 relation to other prices without rendering dairy 
f rnimg unprofitable It un> be however, that profit ihle food 
prn.es tould have bun obtained onlv by a u duct ion in total 
agricultural production brought about jiossibly by the Irins- 
ftance of port of the firming populdion to manufacturing 
industries Vs the economic depression made such transfers 
and shifts almost impossible and as it further restricted the 
demand for certain foodstuffs i severs drop in food prices 


was ui v liable 

This simultaneous decline in the prices i f raw materials and 
imp rt uit crude foodslulls could not but make the situation of 
countries large l> dependent on the production and the e\port 
of such commodities very difficult The value of their exports, 
which had been fairly well maintained up to the autumn of 
1929 was subject to a sudden and heavy reduction as explained 
m Chapter \ D 

Such a sudden disturbance of international economic relations 
incvilablv exercise 1 a profound influence on conditions else 
wli a Lnfortuintely a disturbance or another kind tended 
to have \ rv much the sam effect and the combined influence 
of tlu two proved disastrous This second disturbing factor was 
the sudden change in international capital movements The 
world ha 1 adjusted itself to a continuous and on the whole 
a fairly steady movement of capital from certain wealthy coun 
tries to < there m Europe and elsewhere Both th si groups of 
countries had developed their production in accordance with the 
conditions of demand which ri suited from Hus flow of capital 
In some of the borrow m CT countries the inflow of foreign capital 
had been particularly large in 1927 and 1928 and had led to 
a boom in construction and other branches of economic activity 
By the ind of 192S and m the Urst mm months of 1929 this 
situation was radically changed as a result of the American 
troorm Fra ce also restricted her net exports of capital and total 
international capital movements declined substantially For a 
iif<. le ^°Y VC . r , d A blor coul ‘tnes were able to make use of 
abroad W !£rS e v,htth lhe y had accumulated 

eftsf r , tra , de ba * anct# were at first reliUveJy little, 
msturfou Hie situation changed in the autumn of 1929 and 
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still more in the beginning of 1930, when the American export 
of capital, after a temporary increase, again fell off. There seems 
to have been no increase in French lending, and the state of 
the balance of payments of the United Kingdom compelled a 
reduction in British lending abroad ; thus, the net total inter- 
national movement of capital dropped to only a fraction of 
its normal proportions from the spring of 1930 onwards. 

About the same time the full effects of the drop in the prices 
of primary products on the trade balance of several important 
borrowing countries which were large producers of raw materials 
and crude-food products made themselves felt. The pressure 
on the balance of payments of these countries consequently 
became intense. A severe credit reduction became necessary 
and the value of imports declined. Further, the investment 
activity in these countries, so largely dependent on an inflow 
of foreign capital, fell to very small proportions. Lai’gely as a 
result of these conditions, considerable quantities of staple 
commodities were thrown upon the market, thus intensifjdng 
the drop in their prices. 

But it was only after the summer of 1930 that the full effects 
of these changes in international capital movements on the 
economic life of countries dependent on primary industries 
made themselves felt. This fact confirms the experience that 
a brief interruption of long-term lending is not necessarily dan- 
gerous, as debtor countries can draw for a time upon reserves 
of foreign exchange and may be able to borrow on short term. 
A prolonged reduction of long-term lending, on the other hand, 
involves very serious consequences. History gives numerous 
examples of cases in which such changes in capital movements 
accompanied by a decline of export values have made it impos- 
sible for borrowing nations to keep their foreign exchange 
rates 'stable. Countries in which this happened recently were 
in most cases particularly sensitive owing to the existence of 
large foreign debts, involving a fixed charge in gold. Further, 
a lax financial policy during the boom period had in many 
cases seriously affected the State finances of these countries, 
as of many others. 

Largely as a result of economic and financial difficulties, 
conditions became unstable in a number of countries. The 
credit of such countries, in many cases already impaired by the 
decline in their export prices, further deteriorated. Confidence 
in their general stability was shaken : long-term borrowing was 
rendered almost impossible and short-term borrowing extremely 
difficult. 

The effect of these developments on the lending nations 
and other manufacturing countries was also serious. Their 



~ 220 


exports of manufactures to the tnipov cnshcd countries depen- 
dent on pnman products declined heavily and employment 
m their export industries Tell off To some extent this tall 
in their export trade was due to the increased duties and other 
impediments to thi import of foodstuffs which they had them- 
selves imposed Hus policy, which restricted the world market 
for these commodities, tended to depress their prices and thus 
to reduce the purchasing power of food-producing countries. 
The exports of manufacturing countries w<.re naturally affected 
thmbv and owing to the losses involved, the volume of savings 
jnd both the ability and the willingness to lend abroad were 
reduced Under these conditions, the chances of profit from 
new investment became small and the volume of new investment 
tended to decline V striking characteristic of this interaction 
of international economic relations is that it tended to reduce 


the value of investment m lending and borrowing countries 
alike \s will be further explained in the next section, this 
has been one of the most important factors m driving down 
prices m the. last two years 

It was of course not onlv the trade between these groups 
of countries that was disturbed The change in the relative 
prices of primary products and manufactured commodities 
also involved a dislocation of the domestic trade between different 
groups or producers. This was an important aspect of the second 
year of depression practically everywhere .Vs shown above, 
the decline m the purchasing power of the fanning population 
was relatively small in 1929, in 1930, however, the situation 
was fundamentally changed and in mo*d countries monetary 
purchasing power was reduced to about two-thirds of what 
it had been in 1928 According to an estimate by the United 
States Department of Agriculture, this happened also in the 
United States The total value of the crops, on the basis of 
prices ruling on December 1st, was SS.G00 million m 1923 and 
ration m 1929, and fell to $G,3 00 million in 1930 
iUthobgh such figures do not give an exact measure of the 
changes m the purchasing power of farmers, thev serve to show 
that their audits to buy commodities from other industries had 
been severelv curtailed 

Such a disturbance m the exchange of commodities between 
umireut groups of producers is, however, probablv rither less 
wirnus when these producers live m the same country, the 
distress is less localised and the credit mechanism less violently 
a V hc doawsbc exchange of commodities 
, all<l c,asses of soc,el > has been o f gr«t 

d.CwiiLfs ihe oi ih,s 
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The effects of reduced borrowings made themselves felt 
also iu European borrowing countries, such as Germany, that 
export chiefly manufactured commodities. But the strain on 
the balance of payments in such cases has been less severe, 
up to 1931 at any rate, as the value of their exports has been 
much belter maintained. Borrowing on short term, ultimately 
for the purpose of meeting the service of foreign debts, combined 
in many cases with unemployment and social and political 
unrest, led to a further loss of confidence abroad. Short-term 
borrowing became increasingly difficult, and at critical Limes 
sudden withdrawals of foreign and domestic liquid funds took 
place. The drop in prices, although it has affected export values 
less than import values, has nevertheless aggravated the situation 
in these countries. 

The lack of confidence both within and between the various 
countries is, to a very large extent, both an effect and a cause 
of the unfavourable economic conditions. That the primary 
explanation of the depression cannot be psychological may be 
seen, for instance, from the fact that in the United States and 
elsewhere both business conditions and international credit 
transactions were stimulated by the optimism prevailing in the 
first months of 1930. Pessimism returned only when funda- 
mental economic tendencies towards a deepening of the depres- 
sion made themselves fell. Pessimism has of course also been 
due to political and social difficulties, but even these are partly 
the result of the economic and financial disturbances. 

The existence of surplus capacity and instability in manufac- 
turing industries and in shipping has exercised an influence on 
the world economic situation similar to that exercised by the 
instability in primary industries and in international financial 
relations. These factors have been partly responsible for the 
sudden curtailment of new investments, after the beginning of 
the depression, and the low level at which investment has since 
remained : they have thus tended to aggravate the depression. 
II is not improbable, however, that the extraordinary severity 
of the present depression is to a larger extent due to tiie factors 
mentioned above than to the maladjustments in manufacturing 
industries which were described in Chapter II. 

Another factor which has also tended to keep down invest- 
ment activity is the general feeling of uncertainty created by 
the rise of import duties. In Europe, contrary to a common 
impression, duties on manufactures have been kept on the whole 
relatively stable, although the real weight of specific duties 
has grown as prices have declined ; but in important non-Euro- 
pean countries increases in tariffs on such goods have been both 
large and numerous. The lack of balance in international price 



Miltons lus also creat d difficulties in certain countries — for 
instance On it Hi i tain In tin United States the wide use of 
instalment sUIih during the boom has probiblv lud some 
dcpns-i ij, ft ct on sales of expensive and durable goods in the 
! ist tw i ir. i on litions ui Iniln in 1 China have ilso m general 
reacted unfas urihlv on tire world economic position It is not 
nccess rs h wcver to mention once igaux these \ arious factors, 
which h i\ been eximuicd m Chapters 11 and \ The wiy in 
win h this hive iffected the present depression is clear enough 
lake III e thcr f ictorx discussed m this chapter thes have Served 
to intensify a buomsKitle recession which vu uld have occurred 
in inv cisc although it would otherwise liave been less 
worldwide tu character and might ime been cbitflv confined 
to the l ruled States and some other countries in which the 
O rou«d hid been prepittd In i boom 


B Moxctarv Tactoks and tiil Dlcline or me Wholesale 
Price Luvll W 23 -W 31 

State of die Capital Markets 

In the analysis of the character of the depression m the 
preceding section one aspect of the problem has been left out 
of account \ change in the distribution of purchasing power 
as between borrowing ind lending nations or countries producing 
primary goo Is and manuf ictunnq countries docs not necessarily 
lead to a fall in the general wholesale price UacIs of commodities , 
nor docs partial over production as a rul lead to a general 
decline of price levels If the purchasing power of one country 
is reluced and its demand fails off other countries will have 
more purchasing power and tlwir demind may rise If too 
much of one commodity is produced its price will of course 
drop but as Lss moiu \ is then used to buy Uus commodity 
more money is available for the purchase of oilier commodities 
md their prices will tend to rise That this happens m m my 
<ases is amply proved by experience bar instance m the 
last two decades before the vvir np»d teehmcal progress and 
Revere maladjustments occurred m munv fields with the result 
that the prices of i large number of commodities were filling , 
the general pnee level was nevertheless rising Indeed if the 
otu ol used purchasing power 1 m terms of money remains 
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purchases of 
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constant, the price level 1 can drop only in proportion to an 
increase in the total supply of all commodities and services. 
A fall in price beyond this point is dependent on a reduction 
in total purchasing power used. Such a reduction often accom- 
panies severe maladjustments of a structural or business cycle 
character. It must therefore be ascertained under what condi- 
tions this reduction occurs and under what conditions purchasing 
power is maintained and used — in other words, what is the 
relation between the maladjustments in industry and trade 
and the lack of balance in the monetary system which takes 
the form of a decline in the total of used purchasing power and 
a drop in commodity prices. 

The turn of the business cycle, for whatever reasons it was 
caused, brought a reduction in the volume of investment in 
manufacturing countries. In borrowing countries, the fall 
in the influx of capital had already led to a restriction of invest- 
ments. Further, when the stock exchanges had broken, share- 
holders lost money and many of them were forced to use a part 
of their incomes to cover these losses. The reduced value of 
shares for use as collateral served to restrict the volume of new 
loans ; loans in the United States on securities by persons or 
institutions other than banks fell off substantially. Thus the 
contraction of the volume of credit, although it did not at first 
take the form of reduced bank credit, involved a contraction of 
purchasing power and the wholesale price level tended to fall. 

When the conditions of the capital market are balanced, 
the. circulating capital which is made available in the process 
'of production (for instance, amounts written off for depreciation 
of fixed assets) is again invested in production. In addition, 

- that part of net income which is saved — i. e., which is not 
used to purchase consumers’ goods — goes to buy producers’ 
goods : in other words, is used for real investment. Whenever 
total investment is too small — whenever the whole of available 
circulating capital and new savings are* not used for actual 
investment — the total demand for commodities must necessarily 
fall short of the total value of output at previous prices and the 
wholesale price level tends to drop. 

Once the sharp decline of prices set in, such tendencies 
were aggravated by a “ buyers’ strike ”. Business-men decided 
to postpone purchases until a later date, with the result that 
available money was not used but temporarily kept on deposit. 
The balance between savings and investment in the capital 
market was also disturbed by the fact that falling prices and a 


1 The price level is here assumed to he measured by an index, number where 
the weights correspond to the quantities produced. 
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realisation of the existence of profound maladjustments mule 
the prospects for irew lived mv cstmuits m min) casts un 
promising Thus the demand for capital w is still further 
reduced \s the depression proceeded the ixisUtici of surplus 
capa tv which hud been concealed by the previous boom 
be earn evident in many industries and the demand for further 
1 1 \ sti u nts f 11 off rapidK 

Thus a lack of balance between available circulating capital 
j f is new sa\iii n s ou the one hand and investments on the other 
eausel the wholesale price level to move downwards The 
reduettm in purchasing power was reflected not so much l» a 
re Inchon in note-circulation or volume of bank credit which 
underwent onh sin ill changes, as m a reduced velocity of 
circulation 1 he e virt manner in which the monetarv mechanism 
worked is indeed of little consequence m tin. present connection 
What matters is tint the total purchasing power an 1 its use 
wav hcjnl) reduced by the factors mentioned above Great 
caution should he used tn judging the significance of the small 
changes in the total volume of loans ana investment by batiks 
\t certain times credit transactions outside the banks play a 
large role Further bank credit mi) be used for other purposes 
than the purchase of commodities and scrv ices — e <7 securities 
It is only the purchasing power used for the former purpose 
which has a direct influence on the nnci level 1 rhirdly as 
already unhealed the velocity o I circulation maj var) Jt 
is also important that once the depression had started a 
considerable part of the outstanding bank advances became 
frozen, and in many cases banks financed new losses sustained 
by their clients in order to prevent them from beconun., bankrupt 
It is quite possible that credits used for this purpose mav have 
had no influence on the demand for commodities and thus have 
exercised no check on the fall in prices 

As demand for capital declined interest rates mturaffv 
fell considerably (see Chapter VC above) Reductions in discount 
rates were accompanied bj reductions in the open market rates. 
However this cheapening of ere lit failed to stimulate demand 
to any considerable extent 

It will be ohscrv ed that the deebne m long term money 
rates which are of fundamental importance for fixed investment 
was comparativ ely slow and insignificant in extent From tho 
third quarter °f 1929 to the last quarter of 1930 they onlv 
a ^ bout , J lh ' rrf ° f 1 l»r cent in the bnited States and the 
wi™ V ® 8 **?? 1 bj less than half of I per cent m Switzerland 
but by alm ost 1 per cent in France One reason why the dichne 
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was so small is probably that investors had for many years 
been used to considerably higher returns on their capital than 
before, the war ami had come to regard this high level as natural 
and normal. Hence they were averse from accepting a lower 
yield and preferred to keep their money on short term in expec- 
tation of some more promising future opening, hi the second 
place, the depression itself and the uncertain political conditions 
in a number of countries created a widespread feeling of pessimism. 
Money which would ordinarily have been invested directly in 
Industry -- e.tj., through the purchases of shares or bonds — 
was lefL on deposit. It is true that the total volume of deposits 
was in most countries changed very tittle, but there was a relative 
increase ia time deposits in commercial banks in most countries. 
Thus, demand deposits which serve as circulating media were 
reduced as the volume of trading and the price level declined. 

The unwillingness of many capitalists to lend their money 
for investments at existing interest rates was of course also 
due to their feeling that conditions were insecure and risks 
great. A similar attitude on the part of entrepreneurs made 
them unwilling to borrow at existing rates for new investments. 
Thus investment declined. 

Conditions of course varied widely from country to country. 
In some there had been a very great over-expansion during the 
boom period and the surplus capacity in certain industries was 
considerable. In others boom conditions had scarcely been 
experienced and an elective large investment demand — e.g., 
for electrification and building — still existed when the depression 
had started. In such countries, demand for capital for new 
investment was naturally better maintained than in those in 
which considerable surplus capacity existed, purchasing power 
contracted far less and the depression was less severe. 

The demand for capital for real investment is of course 
always subject to a considerable reduction when a business 
recession has started. But certain forms of investment have 
in some cases continued — e.g., road building, construction and 
electrification. Unfortunately, during the preceding years, the 
developments on these lines had been so great in a number of 
countries such, for instance, as the United SLates, that the 
potential demand, once the depression had started, was relatively 
small. In other countries, the reduction of long-term borrowing 
abroad brought about a sudden contraction of new investment 
in these branches. The consequent rapid reduction of total 
investment is one factor which seems to be partly responsible 
for the disequilibrium on the capital market and the heavy 
decline in prices as well as for the failure of any tendency to 
increased investment to appear in 1931. 
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In order to check the decline in the volume ol credit and 
bring down the long term intcicst rates Central Banks did not 
confine themselves to reducing discount rales Certain of them 
and many commercial banks invested directly in bonds, thus 
putting money at the disposal of business and easing the money 
markets Irom October 1929 to March 1930, the T cderal Rescrv e 
Banks mcieascd their holdings of United States securities by 
S38G million Yfter the latter date, the mciease was, however, 
relatively unimportant 

The demand of borrowing countries for foreign capital was 
to a greater or lesser extent prevented from making itself felt 
on the capital markets of lending countries Thus, to the 
reduction of the domestic demand for capital in the latter was 
added a reduction in the use of capital abroad The result w as 
that the disequilibrium of flic capital markets was further accen- 
tuated and the decline in prices was aggravated 

One other aspect of international finance should he mentioned 
m this connection Just as witlun individual countries the 
preference for keeping money in a liquid form — e g , bank 
deposits — instead of investing it has had a deflationary effect, 
so the growing tendency to keep large liquid claims on the 
leading monc> markets has strengthened the tendencies to a 
drop in prices This remains true even though a policy aimed 
at incnastng _,old reserves instead might have had similar or 
even worse ctlccts 


ihc fundamental causes then which have brought about the 
deelmc of the wholesale price level are obviously those which 
made for general instability and for sudden and considerable 
changes in the volume of investment international capitd 
movement the exchange between manufacturing countries and 
other countries lIc It was their effects which upset the equib- 
bnum on Uie capital market* The monetary system has proved 
unable to adjust itself to these changes and to maintain balance 
ui rough sufficient reductions m interest rates the purchases of 
unds by central banks itc This is no new development A 
uuwness recession alvvavs brings some disturbance of the balance, 
out it u is been extremely severe on this occasion owing to seventy 
51118 f uctuati0 ' is In so far as t hese phenomena Jay 
UlL inonctaiv S 3 stem the causes of the price, decline 
Si .* Wld 10 a 1 ® l ,° no » moncLarv factors On Uie other 

tarv c011c 5 l , N ^blc tint a greater flexibility m the mono 
y jstcuv could have kept the disequilibrium on the capital 


IV 'lil V |1 h"< /o2^ n n^ I> f T *S l . fM i** ,ct > N alio ill Econo < te Lnuncll bv 
^nttuUin V'lsn * (J ^ I< June * <Wfcnnt interpretation ol 
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market within narrow proportions and thus mitigated the 
decline of the price level. This, however, is a question on 
which competent authorities disagree. 

The issue round which discussion has centred is lo a large 
extent not whether the drop in prices is due to monetary and 
credit factors or production and trade factors, but Lo "what 
extent the former could have been adjusted to the changes in 
the latter. ; 

Gold Movements and Their Influence on Credit Policy. 

There has been much discussion whether, and lo what extent, 
the failure of the banking system to stimulate investment 
through more liberal credit policy was due to an insufficient gold 
supply or to a maldistribution of gold as between the different 
countries. 

In Chapter II E it was pointed out that, in 1928, the surplus 
of gold over and above legal requirements was considerable, but 
that the larger part of that gold was to be found in the United 
States. In 1929, both France and the 'United States, under 
the negative influence of reduced net export of capital, continued 
to import large sums of gold, as seen from the following table. 
In the United States, the tendency was interrupted in Octo- 
ber and November, but early in 1930 a new period of gold 
imports began. 


Table I. — Net Movements of Gold in Certain Countries . 1 
Gold net imports (+) or net exports ( — ) balance 
$ (000,000’s) 


Year 

and quarter 




Ger- 

many 

| Argen- 
! line 

Brazil j 

Aus- 

tralia 

Japan 

1929 I . 

+ 98 

— 7 

+ 2 

+ 

3 

— 21 

+ 2 

— 6 


II . 

+ 77 

+ 17 

+ 132 


212 

— 58 


— 1 

— 

Ill . 

+ 71 

—143 

+ 92 

+ 

84 

— 29 

+ 1 

— 12 

— 

IV . 

5 

+ 59 

+ 111 

+ 

20 

— 60 

— 1 

— 37 

— 

1930 I . 

B||j 

-f- 56 

+ 3S 

+ 

57 

— 1 

— 24 

— 71 

— 88 

II . 

Blia 

+ 5 

+ 42 

“T 

32 

— : 

— 37 

— 14 

— 23 

Ill . 

— 37 

— 11 

+156: 


5 

— i 

— 25 

— 30 

— 12 

IV- . 

+ 94 

— 27 

+224 

— 

841 

— 23 

■ 

2 

— 26 


1 Source : Memorandum on International Trade, and Balances of Payments, 
1927-1 929, Vol. II. 
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The Trench import of gold continued with only a brief inter 
i upturn in tin spring of 1930 I rom the United Kingdom on 
the other hand where capital exports wcic maintained at a 
luji figure lirge quantities of gold left m the middle of 1929 
Re twee i October 1929 and \pnl 1930 there was however, a 


net inflow of gold 

T.h large German boriowmgs during the years 1926 1928 
w re ac ompmud by gold imports culmm tluit* m the second 
h If of 1928 with the withdraw il of funds raised in the first 
1 dfvear \ temporary weakness of the Reichsmark accorn 
i anted by lieavv gold exports occurred m April 1929, when the 
success of lilt reparation negotiations was endangered and again 
m the autumn of 1930 as a icsult of internal political complications 
L xetpt m these months tht Uuchsnnik exchange was steady 
and „oll tntued tht countrv 

Othu bom wing countries in huropo hate not iccordtd large 
gol t mov em nts \ number of such countries in other continents 
{ ii the otliei liand wtrt compelled to export gold in some casts 
to such an txtent that Vhtir gold iescn.es were gtcatly depleted 
Several ha\t as already menlionc 1 gone off tht gold standard 
lhe Vrgcntnic gold imports after tho restoration of the gold 
standout in tlic autumn of 1927 came to an end in tilt middle 
of 1928 when the gold ptsowent to i discount The discount 
rest in 1929 and heavy gold exports took place With the 
closing of the Conversion OlTicc m December gold exports 
were discontinue l and the ouncncy depreciated Tile fluc- 
Untions of tht miirci3 exchange base roughly concsponded 
with those o[ the peso but there w is no considerable outward 
mo\ emont of gold from Drazii until 1930 The Brazilian currency , 
it should be rununbtred has not bum on a true gold bisis 
during any part of the period under review Vustrilia went 
off Hu- eifeclive gold standard tarty m 1930 In Japan the 
embargo on gold exports was lifted m lamiary 1930 Heavy 
gold exports uiutndialclv took place and continued duuug the 
greater part of the jtar while the jen u covered steadily m 
' f lC ®^ reise ,n lhc C uW stock of the Bank of Lngland 
in 1930 ca me hugely from, these countries which had to give 
up the gold standard or a policy of stable foreign exchange 
W ) result of these movements the gold in excess of ie„.il 
requirements was still more concentrated to the United States 
amt 1 ranee The position m the summer of 1931 is seen m tho 
following tabic 
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Table II. — Surplus 1 Gold in Certain Countries. 
(In millions ofgdollars.) 



June 1930 

June 1931 

Argentine 

.... 65 

m 

Australia 

.... 71 

m 

France 

.... 520 

831 

Germany 

.... 292 

34 

Spain 

.... 1-16 

57 

United Kingdom 

.... 269 

336 

U. S. A 

.... 1,967 

2,215 


Total 3,330 


These changes in the distribution are of course the outcome 
of the changes in the balance of payments, themselves largely 
due to the contraction of capital movements and the inelasticity 
of the demand for a number of the crude products of agricultural 
and raw-material-exporting countries, which prevented the 
quantity of their goods purchased from increasing as prices 
fell. The consequent gold movements have necessarily limited 
the freedom of action of all Central Banks possessing little gold 
in excess of minimum requirements. A more liberal credit 
policy than that which has been actually pursued by Central 
Banks with little excess gold would have been possible only if 
the balances of payments in their countries had been in a different 
position — e.g., if other countries had been able to increase their 
net capital exports or to let in more commodities from abroad. 
The gold situation and the limits it has imposed on credit policy 
is only an expression of the fundamental factors which govern 
the balances of payments. It may be added, however, that, 
in the opinion of some writers, had the available supplies of 
gold been larger than was actually the case, the influence of 
strains on the balances of payments and consequent gold 
movements in the last two years might have been attenuated. 

In this connection, the following passage from the second 
interim report of the Gold Delegation of the Financial Committee 
of the League of Nations is of special interest .\ 

‘ . . There is a growing risk of disturbance by fluctua- 
tions in the invisible items of the balance of international 
payments, while the inelasticity of the visible trade is increased, 
not only by barriers of one kind or another impeding the 


1 The term surplus is here used in the same special sense as in Chapter II 
— i.c., the surplus o\er the absolute legal minimum required. In fact of course 
some surplus must always be maintained. 



mU national c\rh »nge of golds ind scmcts but also i>> 
Ur iiu 1 ntiutv of wages Him Jm thus been a tenueiicv 
in rcctnl viars for gold movements to be caused rather 1>> 
siuli im \t mints of funds linn b\ nonnal changes m Uk 
\ olunu f txjorts and imports t^ipital c.m o nls be trans- 
ient 1 m Uu form of goods or gold or claims to existing 
wi ilth uul when capital transfers art, made with such 
rapid i tv as [o ill on msullicicnt time for their ulltin lie clkct 
on tin vdume of the imports or imports of goods to make* 
itsrtf tilt a disequilibrium of the total h danct of piyments 
is likely to lit c msed which mil ^i\c rise to gold inov ciututs 
Whit is uettssars for the norm'll \u rkmg of the gold standard 
is th it there should bt a smoolh flow from country to countrv 
alike of goods services and securities Onlv tlun can short 
term cap til porfonn its j rop r function of allowing temporary 
accommod ilion m such i was is to lessen and not occasion 
gold transfers 

Tlic sensitiveness of liquid cipitil howtstr has bttii 
dm not so much to its magnitude as to the unstable economic 
and political conditions to which we made allusion m our 
introductory remarks There has been an me\ liable flight 
of capital from countries in which curnncics Inn. ban 
inflated and a repatriation after stabilisation was achie\cd 
Capital has mo\ed on lccount of pohlicnl uneasiness from 
those parts of the world whins the ncid for it was greatest 
to countries where there was al eudy in excess of funds 
It has been attraitcd not simple by the real needs of business, 
but by chance of quick profits from block Cxch inge specu- 
lation Smmltaneouslv the nonnal flow of goods lus been 
impeded by sudden changes in Customs tariffs by the impo- 
sition of prohibitions and by the innumerable measures 
which Governments (or industrial combines) luve taken to 
shelter domestic markets against external competition 


H os there a Secular Dowruoat t Trend o/ Prices after the \\ «r 7 

The sequence of events described above has been v iriourty 
interpreted Certain well known economists believe Uut the 
drop m wholesale prices m the course of the last two years has 
become so violent partly because the tendency towards a declining 
pneo level which always characterises a business depression 
t« S *i eeU ^lengthened by \ long downward trend of pricts 
in uittronmna the world has since the war, been on the down 
vX/c « a long-price trend of the same kind as that winch 
lasted from the middle of the fifties to the middle of the nineties 
m Uie last century 
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From about 1875 to 1895 there was an almost unbroken 
downward trend which had been preceded by and was followed 
by an equally pronounced upward swing. The existence of 
such long-wave movements of prices is of course beyond discussion, 
although authorities disagree as to their causes. The most 
common explanation of the fluctuations which took place between 
the middle of last century and 1913 is that they were related to 
changes in gold supply and the influence of those changes on 
the volume of credit. 

The decline of the wholesale price level from 1920 to 1931' 
has been even greater than that towards the end of last century. 
However, the fact that prices have now reached a much lower 
level than eleven years ago does not prove that there has been 
a downward trend* as the result of factors at work during the 
whole period. The price level may have dropped for different 
reasons immediately after the war and during the present 
depression, while none of the factors then at work were operative 
in the intermediate period. If that is the case, then the account 
given above of the causes of the price movement in the last two 
years need not be supplemented by reference to forces making 
for a long-time downward trend. 

Owing to the complexity of the influences at work, it is 
indeed difficult to prove that the actual course of prices during 
the years 1920-1922 was determined by forces other than those 
which naturally arose from the liquidation of war economy and of 
immediate post-war extravagances. During the seven following 
years there was, as already described, only a very small decline in 
prices, which reflected the rapidly rising productivity of industiy. 
Though technical progress continued after 1929, it can obviously 
not have been a large factor in the much greater and more rapid 
drop in prices during the present depression. Thus it is difficult 
to isolate forces working during the whole post-war period and 
causing a long downward price wave, forces which could partly 
explain the development of the last two years. 

Certain economists lean towards the view that the failure of 
prices to rise during the boom is responsible for a part of the 
present decline. In other words, had prices been on a higher 
level in 1928, it is argued that they would not have come down 
to quite so low in 1931. On the other hand, it must not be 
overlooked that a rise in prices up to the summer of 1929 might 
have greatly intensified the business boom, and have set up 
such severe maladjustments in industry, particularly with regard 
to new investment, that the following depression would have 
been even more serious. Thus, the tendency towards falling 
prices might have been strengthened and prices might have 
declined even lower than they have actually done. L -\ 
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Conditions n .jicullnnl telnets didir imris«| lv ‘™ 
in inanuhitunng regions in the same counUj mid ” [or 
roauiituitiinng distnets are inueli harder 1 It Ihni oinr 
i sands t reasons Tor instance Uie industries in " 1 ( 

Engl md and volland sshnh are more depiiidclit on e**™ 
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southern riijand sshich ssirk lirgsls (or tin honli in »« t 
The csistsnce o! impnrUnt diltir.nris ot this kind ssilli n in 
mth\ idu.il countries e nsidertd should lc kept in nim« 1U 
follow m4 discussion , ,.. e 

It i» unTortunatelv impovibl to measure direct!) 
relilive sevuatv of tin. d prcssion in various countries , 
instance h\ fruits for the percentage reduction of the "J‘ l , 
income — as direct data of this hind arc not av illablc it * s 
possible to draw somewhat tentative conclusions from mion 
5. rs,, ,sT.s,liws|inn Ir-s.lr. nnric iinrmnlnVmCIlta CtC 


tendency Hus phenomenon Ins also been observed m u * 
period under consider ition In countries winch enjoveu 
pronounced boom in 1928 and 1929 a relatively severe slump 
it is since been experienced The maladjustments set up during 
tlie years of rapid expansion have been more serious than 
elsewhere and have called for subsequent liquidation a, *“ 
adaptation of a more piofound character This is certainly 
one reason why the slump m the Lmtcd Stales has been so rapm 
and severe It is possible that the development in German} 
from the re-organisation of the currency m 1921 up to the emt 
ot 1927 which was chariot nsed bv rising wages and retail 
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prices and by a rapid rationalisation and increase of productive 
capacity in manufacturing industries, also produced a lack 
of balance which called for subsequent adjustment, although 
the liquidation period was somewhat delayed by the good 
business conditions abroad in 1928 and the first half of 1929. 
On the other hand in Great Britain and many other countries, 
the absence of real boom tendencies during the last years before 
the depression partly explain why the percentage reduction in 
industrial activity and in consumption has been comparatively 
slight. It should be observed, however, that a small reduction 
under such circumstances may involve a depression as severe 
as in another country, in which the reduction from an excep- 
tionally high boom level has been much greater. 

The character of the basic industries of a country largely 
determines the nature of the depression in that country. 
Industries producing primary products, either crude foodstuffs 
or industrial raw materials, have been specially hard hit and, 
hence, countries in which they play a large role have suffered 
more than others. Abundant evidence has been given above 
to show that they have been far more seriously alfected than 
manufacturing countries. It is true that the majority of the 
latter have much more unemployment, but for several reasons 
it is impossible to judge the relative severity of the depression 
in different countries from unemployment figures, even if they 
were much more complete and reliable than they arc. 

For instance, in two countries which have suffered a similar 
reduction in the demand for their manufactured products, 
unemployment may be very different if the mobility of labour 
is greater in one than in the other. In some countries, for 
instance Japan and certain South-Eastern European countries, 
unemployed industrial workers have to a large extent returned 
to the farms and, although their addition to the output of 
agricultural products is probably small, they do not appear 
in the unemployment statistics. Secondly, a reduction of 
farm incomes to half the previous level, which has taken place 
in some cereal-exporting countries, is more serious than an 
increase of ten to twenty per cent in the unemployment among 
workers- in manufacturing industries, even though from a 
sociological point of view the existence of widespread unem- 
ployment is one of the most tragic aspects of the present situation. 
It would indeed be a serious mistake to treat the present 
depression as only, or even principally, an unemployment 
crisis. 

The terms on which countries producing primary products 
and manufacturing nations exchange their products have, as 
shown above, moved very much to the advantage of the latter. 
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toftL a ha"r»lIcmd e ''mom > d to “ ^“VSatoSce'b’te «>”' 
eliCtncal equipment pulp and paper lt ls .. j , sh pn.c 
animal-exporting countries, such as Denmark, »* 1 } a “ ouW | 
State and New Zealand ha\e been . t t 0 the 

position at all events up to the beginning of 1931, 1 ccs 

fact that until that time the percentage declme m the P ■ 
of animal foodstuffs was no greater tlian that of muz 

°‘iome economists attach great rmportanco to a cms'd^t'™ 
ot -i third type It is natural thc> argue that countr cs m »« 
a balance between Uie iMIcccnt mdusmes ex»ta — tor 
between agnculture and manufactures — are £ “ )lc , 
better than others the disturbing effects of a worldvode dep ^o 
In so general a form the validitv of this statement is dowum 
It is difficult to see how one relationship between the vac 
industries should be more natural or ensure greater, stabiui) 
than another Obviously however countries depending oiu 
on one or a small number of industries suffer to an cxcepu 
degree if their industry or industries happen to be sevox J 
di pressed Such has been the case of a great number of coumri^ 
m Latin \menca and Vfnca On the other hand, conditions 
have been favourable in certain countries with specialised lnuusr 
tries which have been relatively little affected The ma]on J 
of European States have a varied economic life. Such countries 
have reached a degree of self-sufficiency as a result of 
disturbances m the outside world, acting on their foreign trade 
affect them relatively little. During the present depression 
the prices of commodities entering into international trade have 
in general fallen considerably more than have lliosc of goods 
produced for the home market only Hence countries for vvJucn 
foreign trade is of great importance, such as Great Britain ana 
most extra European countries with a specialised type oi 
industry felt the effects oi the slump more quickly and more 
acutely than most others. For Japan, the sale of silk to the United 



States is of very great importance. As a result of the huge 
growth in consumption in the latter country during the last 
decade, the output in Japan was doubled and was expanding 
rapidly when the depression suddenly cut down the American 
demand. As the Japanese farmers could not readily reduce 
their output, prices dropped very low with grave consequences 
for the whole economy of the country. On the other hand, 
France, for instance, where foreign trade plays a relatively 
small role, has long been very little affected by the disturbances 
in economic conditions elsewhere. 

The following table shows the percentage reductions of 
the value of exports in 1930 compared with 1929 in the ten 
countries in which the greatest reduction has been recorded. 1 
They are all countries which have suffered severely from the 
depression, to a large extent certainly as a result of the fall 
in the foreign demand for their export goods. On the other 
hand, most of the countries which have reduced their export 
values by only 10-15 per cent have fared relatively well. 

Table III. — Percentage Reduction oj the Value of Export Trade 
in Certain Countries. 2 
(from 1929 to 1930.) 


Country Fall in ' 

Chile 3 — 42.1 

Egypt — 3S.5 

Argentine — 35.6 

Japan — 31.9 

Union of South Africa — 30.7 

Brazil 4 — 30.6 

British Malaya 4 — 28.9 

U. S. A — 26.7 

Australia 4 — 26.3 

Canada — 25.1 


the original disturbances have come from outside. In the United 
States, where the disturbing cause — a violent' boom followed 


by a recession — was to be found within the country, the crisis 


* Figures for 1930 for a number of small countries, many ofwhicli have suffered 
acutely, are not yet available. Were statistics available for all countries, the 
composition of this table might be slightly altered. 

5 Source : League of Nations : Memorandum on International Trade and Balances 
oj Payments, 1927-1929, Voi. III., page 9. 

1 Excluding ships’ stores. 

* General trade. 
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small important to the nhole economy °I this ""‘“'JJ , 

eflcct ot a rtduced foreign demand for Vmencan goods retail' > 
slight Ofoourse in the same \n\ the relatlsTlK small mtporta 
of the Vmencan market to the majority of the other counmes 
tei ded to protect these countries from the effects ol the a epp E “: , 
m the Unte 1 States These effects have however unlortunai 
been felt through other channels thin tnde in commodities 
namclv through financial ficlors _.«• 

It is noticeibk thit imongst the countries which » a ' e n 
succ ssfullv resisted the repercussions of the depression ve 
small group of low tariff countrus m Europe — Belgium Hon 
and bcanduiav nn countr w wlio«c domestic markets 
the leist sh Here l against th \1r\1ng forces of mternatio 


comp uuon . 

Of gr it import ince for the position of each individual country 
has iidturallv be n the situation of its chief customers Countne 
selling largely to others which liase been seriously affected in 
tended to suffer whil th*sc whose customers have enjojto 
favourable conditions have m general been able better to matniai 
their ccon mic activitv It has been shown in the last chapter 
tint manufacturing countries which sell largelv in the Europe in 
markets have on the whole resisted bitter than those exporting 
cbicflv to other contui nts 

In this connection it max be mentioned that the tariff increases 
which have octurrc l m recent veais and which have been 
especially imi ortant in the case of c reals m Europe and ruanu 
factur d goods in North \mcnc i have exercised a very profoun i 
influence on th exports of certain countries , 

V somewhat different question niav now be considered 
As already described m some detail borrowing countries have 
b en advcrselv aff cted b\ the reduction of international capi* -1 * 
movements ITi u terest level in these countries has been niowd 
upwards or a declining tendenev counteracted and a sudden 
restriction of investment activities hts been nccessarv I * 1 
capit il-exj nrting countries on the other hand the decline in 
ral s of 11 terest has been intensify d It is a spi cial feature- 
of ll is development that the balance of pavments of the former 
counln s has tended in a negative direction and that credit 
restrictions have therefore been necessary In some of the 
h tiding count nes on the other hanl the balance of payments 
h\s ten led in a positive direction and consequently the reserves 
of foreign exchange an 1 gold have grown thus counteracting the 
lend ncy towards a decline m the volume of credit On the 
whole i tend nev towards a positive halanee of payments during 
limes ol depression favourable to the country concerned 
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although the extent to which it affects credit conditions in the 
way just indicated depends on the domestic credit policy pursued. 

Such a tendency towards a positive balance may' of course 
be caused by circumstances other than a reduction' of lending 
abroad. The existence of relatively low price and wage levels 
in terms of gold, for instance, after currency stabilisation, exer- 
cises an influence in that direction until price conditions have 
become assimilated to those in other countries. Such has been 
the case in France and Belgium. It has already been pointed 
out above that this is one reason why the foreign exchange and 
gold reserves of France have been growing. Secondly, a special 
expansion in the export industries just before the depression 
may tend to increase exports more than imports, as was the 
case in the years 1927-1929 in Sweden, and this may exercise a 
similar influence on the foreign exchange reserves. Owing to 
the fact that the British price and wage levels in terms of gold 
have been relatively high, the position of Great Britain has been 
cjuile different. 

The existence of relatively low retail prices and wages has 
had a stimulating effect on conditions in France and Belgium 
for yet another reason. The upward adjustment of those values 
has had a stimulating effect similar to that produced by a mild 
inflation. In such circumstances, the arrival of a depression may 
check the upward movement of prices while these are still at 
a relatively low level compared with other countries and thus 
create favourable competitive conditions. On the other hand, 
some recession must be expected when a credit expansion ceases, 
as was the case in Hungary towards 1929. This may have been 
an aggravating factor in the Hungarian situation. 

In certain countries the currency has depreciated considerably 
in value, and the reduction of the price level has thus been kept 
within more narrow limits than elsewhere. This no doubt has 
tended to mitigate the depression in Spain and perhaps in 
some countries outside Europe. Ou the other hand, monetary 
conditions of this sort have tended to reduce foreign confidence, to 
check the inflow of foreign capital and to exercise an unfavourable 
influence in certain other respects. 

Another factor is closely connected with the more or less 
intense business activity prevailing during the years before the 
depression. In some countries the need of further investment 
in houses, roads, electrification, etc., was comparatively small 
when the depression arrived, as such investment had been very 
large in the preceding years. Such was the case, for Instance, 
in the United States. In Germany also, capital investments in 
manufacturing industries up to 192S had been considerable and 
capacity had been so much increased in almost all directions 
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about a rapid decline in the prices of foodstuffs : as typical 
examples may be mentioned Australia, the Argentine, Brazil, 
Canada, some Balkan countries and Hungary ; (3) countries 
producing raw materials, where a similar price movement was 
called forth by the reduction in demand for raw materials which 
accompanied the downward turn of the business cycle, and 
perhaps also by certain tendencies towards ovei-production. 
Among such countries were Bolivia, British Malaya, Chile, 
Finland and Peru. Some countries might be placed under both 
the second and third headings. This is true, for instance, of 
Australia, India, the Central American countries and large 
parts of Africa, Asia, Oceania and South America. 

The reasons why the depression in these countries has become 
so severe has been touched upon in the present and preceding 
sections of this chapter. Other countries occupying a more 
secondary position were unable to withstand the forces at work, 
and were dragged into the depression one after another. Some 
of these, such as Great Britain and Japan, were peculiarly 
sensitive ; others, like France and Scandinavia, showed greater 
powers of resistance. Even in the latter group of countries, 
however, the crisis in the summer of 1931 was severe. 

Uniformity in business conditions such as prevailed in the 
summer of 1931 is a rare phenomenon, as mentioned in Chapter III. 
It was not so complete even during the post-war crisis in 1920- 
1922, and far less pronounced during the major trade fluctuations 
before the war. The explanation of this recent uniformity is 
probably that the forces making for business depression have 
been unusually numerous and strong, while the power of resistance 
has been relatively weak, owing to the tendencies making for 
instability in the world economic position in the years preceding 
the depression, to which reference was made in Chapter II. 
Further, for a variety of reasons the world is much more an 
economic unit than it was before the war or during the post-war 
period of disorganisation. 

On the whole the second group of countries, which came into 
the depression late, suffered little diming 1930. Towards the end 
of that year, however, and in 1931, the rate at which the slump 
was proceeding in these countries does not seem to have been 
lower than elsewhere. 

An attempt has been made in Chart 32 to illustrate some of the 
fundamental relationships between the various countries with 
regard to the spread of the present depression. Countries falling 
under the three first headings may be called “ foyers de crise ”. 
Some countries can just as well be put in one group as in another 
and have, therefore, not be enmentioned at all on the graph — e.g., 
South Africa, Portugal, Turkey and the Central American States. 
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Russia. 

The position of Russia has been peculiar. The radical change 
in the Russian economic system has rendered this country 
relatively independent of conditions abroad. The absolute level 
of production costs and prices in terms of gold in Russia, as 
compared with those in other countries, need have no influence 
on her foreign trade. Reductions in world market prices, if 
they affect all goods uniformly, naturally do not affect the 
terms on which Russia trades with the world. If she sells at 
declining prices it matters little so long as she can buy at prices 
which drop as much. Only to the extent that the goods she 
imports — chiefly manufactured cmomodities — have dropped 
less in price than the goods she sells — chiefly wheat, oil, skins 
and furs, timber and wooden goods — has she been adversely 
affected by conditions in other countries. While it is obvious 
that Russia under the present economic system is less sensitive 
to trade fluctuations elsewhere than she used to be, it should 
be kept in mind that, owing to the preponderance of agriculture, 
business conditions in Russia were relatively little affected 
by conditions abroad even before the war. (See Chapter VII.) 

As already mentioned, the increase in Russia’s foreign trade 
in the last two years has had a double influence on economic 
conditions elsewhere. On the one hand, her reduced imports 
of raw materials and increased exports of certain foodstuffs and 
crude materials have intensified the slump in the price of these 
commodities. On the other hand, her large purchase of machinery 
and other manufactured goods lias tended to maintain produc- 
tion in certain industries in other countries. While it is clear 
that the favourable and unfavourable effects of this increase in 
Russian trade have been very unevenly divided between different 
countries, it is difficult to estimate the effect which, on balance, 
this change has had on the depression in the world as a whole. 

China. 

The position of^China, like that of Russia, has been of a 
somewhat special character. China is the only important country 
on a real silver standard, and the spectacular drop in the price 
of this metal has had a serious effect on her international economic 
relations. 

The trend of silver prices has been downward for the last 
sixty years. While at the beginning of the last century the ratio 
of the" price of silver to gold was about 1 : 15 and remained very 
stable up to the ’seventies, it moved rapidly against silver when 
a number of countries went over to the gold standard in the 
course of that decade. By the end of the century, the ratio was 
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kg sinre lJ2o Between 70 and M> \ cr cent of the total sdter 
produce 1 is a b\ product of other metals 0* ,d popper, »nc 
cold) Tins naturallv makes tin supflv either inelastic 
little sensitive to changes m silver prices \ second source 
supplv in recent vears lias been the sale of old silver C0M |* , 

countries which have abandoned the silver standard or reduccu 
the quantities of silver an circulation During the past lo “ f 
>ears such sales of old coins amouutcd to about 22 per ccn 


the silver mined . 

Tins increased supply has been met bv a falling denun 
as the use of silver as money was reduced when India Persia, 
Indoilnne Siam and other governments replaced 
coins bv metal or lowered their silver content Further, inena 
has been replacing token rupees by notes lurther, the use 
of silver in the arts has proved to be inelastic It was aflcclcu 
unfavourably by tin competition of manv new dlovs and by 
a declining populantv of silver in jewellery 

These circu ms lances go a long way towards explaining »ne 
drop in the value of silver It affected the economy of China 
in a double fashion Depreciation of the stocks of silver m\ olveej 
certain direct losses for their owners this of course, was felt 
by British India and some other oriental countries in the same 
way In the short run however, it had little effect upon their 
purchas ng power as most of the private stocks consisleel ol 
silver ornaments silverware and jewellery, which, although 
reprcsentuig past savings have probably a far greater sentimental 
than market value and are not likely to be ollered for salt except 
under the pressure of penury 
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Chart 33. 

Wholesale Prices in the United Kingdom and Price of Silver. 
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Sacondlj (I>C drop m Ire ttS^Ud^re- 

III the Chinese c\elnn„s m other Morns ot the price 

* as cl 

upward* as may be seen from tin. table below 


Tab l e j\ — Wholes He Price Index in \orih China 1 


192b 

1927 

1928 

1929 

1930 

1931 

(1st half) 


100 

103 

108 

111 

116 

123 


Thiers n liners c\ rased a stimulating mtlucnce 
and tnde In spite ol gr I'w political disturlnnces in « 
trade although irregular was well maintained up to 


Table V — Index o/ Imports and Exports 
(in gold value 1913 = 100) 

Imports 

1913 100 

192o 

1927 

1928 

1929 


203 

— 167 
201 

— 192 


Export* 
100 
220 
— 212 
233 
— 216 


Niter the beginning of the world depression the decl 
the pnee of silver was accelerated and the Chinese esc 6 
rates fell Tins decline was no longer accompanied as 1 
preceding years by a correspoi ding rise m commodity P 
\\ holesafe prices continued to rise it is true while prices 
world market in terms of gold fell The relative rise in C 
prices however fell much short of the nsc in the foreign ex S ’ 
as may be secu from Chart 34 rtuna 

This sluggish movement of commodity prices in w 
which in the interior of the country was almost certainly 
l renounced than the chart indicates made prices on the 
market relatively high m Chinese currency This was vei j 
much the same phenomenon as occurred m a number ot counu 


Sonia! Wed Slat si «d Sin t Santa t,ni ers ly Tienl&in. 
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Chart 34. 

Ratio between Wholesale Prices in North China and the 
[Jnited Kingdom, Ratio between the Price of Silver? and 
Gold and Prices of Foreign Exchange in Shanghai. 



Sources : Nankai Weekly Sta'islicc.l Service. 
The Board of Trade Journal. 

The Economist. 






with di prcciatHUJ pip r “"■‘ S’l “'to 
Naturally tin ell rt . I ™ch ,? m ° thu (.Mural 
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tended to uninlmn n hrger volume of pjrt the 

vmuld oth rwise ha\c been possibl, - « c to offset m par 
facKrs 11 king for dtcline ,« to j U ve 

Th \ llm of Chinese exports in Knns of ~ oi JJ unports 
droppt t bv i Utile mon th in one-third u J^O ^h ^ 
declined bv about nu fourth In vkw of the act in , . ^ 

xpofts chic fix raw matinals the pncis of which ha\ “® clhef 
more tlian those of her imports it is diflicull to sa> \ Jn 
the volume of evpirts nr of imports lias Refined tl n 
any else the Chuns trade figures have altered in \tiy m 
the sanv wav us those of mans other exporters of Pnmarv 
products and the influence of the ojonctarv fittors tnctl%e 
nbov rnnnot ha\c been great in 1030 Whitevcr 
mflmnce on the Chinese imports of foreign con, ™®J‘ tl ^* S 
may lnve had has bun dm not to the drop m s. Iter vs suen, 
but to tht failure of domestic prices to nsc cquivakidly Um 
foreign trade is only 2> 2 pcr cent of tot d world trallt 
small reduction — if w lecd there was a reduction — of Oima * 
imports owing to the drop in the price or silver can 
have proved a factor of any major importance operating tow « 
an intensification of the world depression In this conn , 
it muv be observed that the exports of Japan and the umuu 
Stales to China have fallen off by about the same percentage 
as their exports to other countries The decrease in 
exports to China from the United Kingdom, however, 
considerably larger On the other hand it is probable that cere 
countries such as India the exports of which compete to so 
extent with Chinese goods on the world s markets, have be 
adversely affected by the depreciation of silver 


D Relative Chvngls in Producers and Consumers 
Industries 

Cliang s in business conditions arc always to some extent due 
to a lack of balance between production and consumption ot 
commodities or services There is a widespread popular bebel 
that a lack of balance of a very simple sort developed dunng 
the years before 1929 and led to the present depression 1 he 
argument is as follows 
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The capacity for production outran the capacity for consump- 
tion and thus it became impossible to sell the goods produced 
at profitable prices. Hence the only real remedy is to reduce 
productive capacity — e.g., through a shortening of the 
working day. It is not difficult to show that this opinion is 
not well founded. While the demand for certain commodities, 
such as wheat, may be strictly limited, the ability to consume 
goods in general is practically unlimited. 

Others hold the view that a lack of balance developed between 
supply and demand, not for goods in general, but for certain 
classes of goods. During the years before 1929, it is argued, 
productive capacity increased too much in certain industries 
and too little in others. That this should happen to some extent 
is inevitable, as production is planned to satisfy a future demand 
which cannot be accurately forecast. Too much capital and 
labour was drawn to certain industries in which consequently 
capacity could not be fully utilised. This reduced total output 
and total national income and thus to a greater or less extenL 
the demand for all commodities. As a result, surplus capacity 
eventually appeared in other industries also. One reason why 
too much capital went into certain channels was that the effect 
of rationalisation on .productive capacity only became evident 
some years after the majority of manufacturers had begun to 
rationalise their plant and organisations. Thus not long before 
the outbreak of the depression it became apparent that the 
productive capacity of certain important industries had been 
much increased in a number of countries owing to Lhe policy of 
rationalisation pursued simultaneously by the manufacturers in 
those industries. They had all at the same time taken measures 
to increase the effectiveness of their plant, but the consequent 
increase in the capacity of these industries only became evident 
a couple of years afterwards ; in many countries not long before 
the present depression. Among economists who hold this 
view opinions vary, however, regarding the actual way in which 
investment was misapplied. Some consider that capacity had 
been too much increased in the older industries for the products 
of which demand could not be expected to increase very largely. 
Others believe thaL Loo much capital was invested in new indus- 
tries, producing motor-cars, wireless apparatus, etc., as the 
demand for such durable consumers’ goods was inflated through 
profits from stock-exchange speculation. Others again assert 
that there was a disproportionate investment in industries, 
whether new or old, which were most prosperous during the 
boom. 

A special form of Lhe theory that investment was over- 
conservative is that savings had grown more rapidly than the 
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need {or new investment and that in consequence the lorg 
term rate of interest should have Wien considerably mu 
interest rates been rapidlv reduced capital wouid lme lo H 
into industries requiring large capital investments, and relau 
commoditv pnees would have changed in such a way in 
increased output of these industries could have been sold 
profitable prices For mstonce the demand for houses 
flats would hau been much gnat or had the rent been calculated 
on tht ba-us of a t % rale of interest instead of 6 % in 
o\er optimistic entrepreneurs borrowed new taxings ai 
lugh r rate of mtenst and invested them in a way that wouia 
ha\t been natural had then been a smaller supply . 

capital Hence capaciiv in some industries came to exceeu 


demand and could not Ik utilised , 

\ more refined \ersion of the o\ir-production theory 
staled m terms of suppl\ of and demand for consumers 8°° 
not goods m general The proportion of the national 
spent on consumers goods Hus theon suggests, was s«na 
during the boom period than the proportion of total °uip 
represented lw such products Hence demand fell short 
supplv stocks increased prices declined output was restncico. 
and business conditions m general affected Tins 
which seems to find some support in Hie fact that m 
couutnes output of consumers goods began to decline at a 
earh stage of the boom is to some extent connected with dmerem 
forms of the o\crsa\mg theon which is roughlv to the 
that at a certain period during the boom part of the savings 
were not used either to bus producers equipment and durable 
consumers goods or to increase stocks of commodities Hence 
savings were, not used m full and purchasing power was 10 s 
than it would otherwise have been . 

Tlie opposite theon that savings were not too large hue 
loo small in comparison with the actual output of durable goods 
lor cquijment and for consumption has also been widely held 
Towards the end of the boom according to this theon, t| ic 
proportion of national income saved fell off in relation to the 
proportion of productive energy which was directed towards 
the manufacture eif producers equipment or durable consumers 
goods Hence fluid capital became scarce, short-term rates 
of interest row. to a lugh level and the demand for raw materials 
either for equipment or for durable consumers goods Ml 
Hair j rices began to decline amt business conditions in general 
Were affected 


Most of Uu.se conflicting theories, and all thow. which have 
liexn accepted bv economists of repute have something to do 
with the relation between the production of investment goods 
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— i.e., producers’ equipment and durable consumers’ goods — 
and the output of non-durable consumers’ goods. In the present 
section, an attempt is made to throw some light on this question 
through a study of the production and prices of various classes 
of goods during the depression and the years preceding it. 
It is unfortunate that material throwing light on the other 
aspects of the problem — namely, the relation between savings 
and total national income — is not available. For many reasons 
the figures for savings deposits, issues of new shares and bonds, 
etc., are entirely inadequate for this purpose. 

No attempt will be made below to verify any of the theories 
mentioned above or to discover an explanation of the recurrence 
of business cycles. For this task a detailed analysis of conditions 
during earlier cycles would be required. This volume is con- 
cerned only with a description of the course and phases of the 
present world economic depression and the reasons for its 
exceptional severity. 

For the purpose of the following description of the principal 
changes in the morphology of production in recent years, it is 
important to distinguish between producers’ and consumers’ 
goods on the one hand and between durable and non-durable 
goods on the other. By producers’ goods are understood 
manufacturers’ equipment and materials required for the 
production of this equipment. Consumers’ goods are both 
materials for the production of consumers’ goods and finished 
consumers’ goods, which can be either durable (motor-cars) 
or non-durable (food). Savings are invested in durable consu- 
mers’ goods and in manufacturers’ equipment, but can of course 
be used also for an increase in the stocks of any kind of commo- 
dities. The classification is thus as follows : 

I. Producers’ goods. 

A. Materials for the production of capital equipment 
( e.g ., iron and steel). 

B. Manufacturers’ equipment (e.g., machines). 

II. Consumers’ goods. 

A. Materials for the production of consumers’ goods 
(e.g., cotton, wheat). 

B. Finished consumers’ goods. 

1. Durable (e.g., clothing, watches). 

2. Non-durable (e.g., food). 

Composite indices of industrial production which group 
together producers’ goods on the one hand and consumers’ goods 
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on Ihe other m -wtlabh. tor Gen™.! ™ ^ 

Tor other countn s such w the Lmted |>hiLes . t ics iron 
recourse must be hud to indices for mdiudual mdustrig 
an l Steel an the pnnc.,ulnw I 

producers equipment The production of (, ,, ]U1 nmuit 

mg curat 1 ring produetd fro... scrap ' of 

portion of the slut prriluced tu to tin u 

inotor-enn, N.srrll.el s» the iron .ml sled indusUJ , rch ‘I* 
belter linn ans otlur the output of producers ^o*». *£. 

mdees tor this industry may be completed lor exanip 
indices tor the engineering and timber industries 

U is m re lifhrult to rind i rcprcsenlntnc mdc\ • *°< J 
prolu tiou of consumers goods Hie motor-cur mdustrv J 
for some countries be taken us illustrating the output 0 nivscn t 
consumers goo k Tile textile Ira les in most countries repn^ 
fairly well what may be called the output of semi-dunimc 
consumers goods it should be remembered , . U J" C ' C 1 5* , ura i 
these industries lvu\c been subject to considerable „ 

chunks m recent y ear. The production o pc nshable consumci 
goods inav bo stu lied from the indices for the food aiul 
industries. 


\n male sis of as silable material may now be attempted 
Tlic artcles included m the Gernnn mde\ of production 
divided mto pioduccrx and consumers goods* Tlic an |J 
(monthly average) indices for these two O roups luxe yarieu 
tot loses 


Producers goods 
Consumers goods 


1927 

07 

99 


192* 

100 

100 


1J29 

10G 


1930 


Tint the expansion in Ihe first group of industries was S rca ^ 
than m the second during the years immediately preceding tne 
depression is confirmed by the fact that in 1927 28 the percentage 
of total investments in German manufacturing industries wnicu 
went mto producers industries was no less than 72 per cent 


Tor let oils concerning the production Indices see the Slat si i ea flP^“e!i 

cl le League 0 / Sal on, 1J30-31 Table 91 and Ihe League Monthly Bu id n “1 
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The development from quarter to quarter in 1929-1931 may 
be seen from Chart 35. 

In the autumn of 1928, output began to contract in the 
consumption industries. Producers’ goods industries did not 
follow suit ; important branches of production — e.g., the iron 
industry — continued to expand until the middle of 1929. 

Indeed in June, production in these industries was 18 per 
cent above the 1928 level. This was partly due to the fact that 
foi'eign markets were very favourable to Germany during that 
period. In the middle of 1929, the demand for capital equipment 
on the world markets slackened and veal investment declined 
within Germany. Thenceforward the output of producers’ goods 
dropped much more rapidly than that of consumers’ goods. 
Figures for the utilisation of capacity point to the same conclusion. 
Statistics of persons wholly unemployed in other than seasonal 
trades show that the degree of unemployment was about equal 
in equipment and consumption trades in the middle of 1927 ; 
during the following year, it rose in both groups, but more in the 
latter. The rise in the two groups was parallel from the summer 
of 1929 until the beginning of 1931, when an improvement took 
place in the consumption trades, while the situation in the 
equipment industries became more and more grave. The 
building industry did not experience the usual seasonal revival 
and added a heavy contingent to the army of unemployed. 

A pair of indices showing the aggregate production of produ- 
cers’ and consumers’ goods is also available for Poland h The 
movement of these indices, which are adjusted for seasonal 
variations, may be seen from Chart 35 ; the annual indices, 
shifted to the base 1928 = 100, are as follows : 

1928 1929 1930 

Producers’ goods 100 99 79 

Consumers’ goods 100 94 79 

Polish industry was most active in 192S. Since the beginning 
of 1929, there has been a downward movement, which was rather 
slow during 1929, but gathered speed in the first quarter of 1930 
and again a year after. The equipment industries passed the peak 
a little earlier — at the end of 1928 — • than the consumption 
trades, but the output of the former in 1929 fell by only 1 per 
cent as compared with 6 per cent in the case of the consumption 
trades. The subsequent variations have been considerably 
wider in the equipment industries. The aggregate fall from the 
1928 level to 1930 was equal in both groups, but the output 

1 The indices cover mining, metallurgy, engineering, chemicals, mineral manu- 
facturing, wood, building, textiles, clotliiug, leather, food, paper, graphic arts. 
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of the equipment industries dropped much more heavily in the 
beginning of 1931, 

The relative changes in the output of equipment and consump- 
tion industries have been analysed by the Swedish Committee 
on Unemployment. The material used is comprehensive, covering 
practically all the industries of the country. The indices are, 
however, only annual and do not extend beyond 1929. These 
annual indices, based on 1915 = 100, are as follows : 

• • 1927 1928 1929 

Producers’ goods 122 129 150 

Consumers’ goods ..... 124 132 143 

The equipment trades had been developing more rapidly 
than consumption trades since 1924, but not until 1929 had 
they advanced more since the basic year than the consumption 
industries. Calculations relating to the production per hour of 
work in both groups go to show that the process of rationalisation 
had been more intense in the equipment trades. 

In the Swedish monthly index of production of the Svensk 
Finanstidning, the equipment industries are well represented, 
but most of the important consumption industries are not 
included 1 . The movement of production in the former may- 
be seen on Chart 35. 

General industrial activity in Sweden increased rapidly in 
1929 ; the culminating point was reached in January 1930, but 
a high level of activity was maintained throughout that year. 
In the first half of 1931, production fell sharply. 

To judge from the unemployment figures, 2 the drop in output 
has been much the greatest in'industries manufacturing producers’ 
goods. Between the spring of 1930 and the summer of 1931, 
there was little change in the figures for unemployment in the 
textile and tobacco industries, but in the iron works and the saw 
mills unemployment rose rapidly. 

The Board of Trade indices for the output of certain important 
industries in Great Britain are given below (base, 1924 = 100). 


Iron and steel and products . . . 

1928 

102 

1929 

114 

1930 

89 

Engineering and shipbuilding . . 

113 

121 

117 

Textiles 

100 

99 

79 

Food, drink and tobacco .... 

102 

106 

105 


1 The index comprises (a) iron ore, iron and steel, wood, wood pulp, paper, 
superphosphates, and (b) tobacco manufacture and malt liquors. It will be 
noted that textiles are omitted. 

2 For statistics of unemployment see Table 116 on unemployment by groups 
of industries in the Statistical Year-Book of the League of Nations, 1930-31 ; tire 
table has been supplied by the International Labour Office. 
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The movement is. shown in greater detail on Charts 36 

peak m products e actr.it> was reached ^ early as jjje 
second quarter of 1920 m the iron and steel industry, then i u 
food and drink industries then in textiles, while tor eW™ & 
the highest figure is recorded in the first quarter of 19dU 
pared with the average level of 192S the peak reaclu. y 
and steel W'as somewhat higher than that attained by ’ 

but the subsequent decline has been much heavier 
The percentage of trade unionists out of work in the m 
gical the cotton and the dnnh industries lias been as to 


Metallurgical industry 
Colton industry 
Drink industries 


March 

1928 


20 3 17 6 

9 2 11 5 

CO G 7 


26 1 
27 1 
9 5 


45 3 
36 5 
13 0 


It should be noted that unemployment decreased as betwe 
March 1928 and March 1929 in the metallurgical industry, 
mcieascd in the two consumption trades In the two last yea 
under review, unemployment lias increased all round, and ram 
more in Ihc cotton than in the metal industry 

TIk developments m the United States may be convenient^ 
illustrated by the Federal Reserve Board indices of the outpw 
of four represent dive industries The indices arc adjusted to 
seasonal variations and have been converted to the ba s 
1928 = 100 



1928 

1929 

1930 

Iron and si eel 

100 

109 

80 

\utomobilcs 

100 

123 

77 

Textiles 

100 

107 

S3 

Food products 

100 

99 

95 


These indices and Charts 36 and 37 show tli it llic depres 
sion has been much heavier in the iron anil steel and motor-car 
industries than m the others . the low output of these industries 
in December 1930 is striking The fluctuations in the food 
industry are relatively small According to a recent estimate, the 
output of consumers goods in the United States declined 21 P tr 
nut firm the first half of 1929 to March 1931, while the 
corresponding decline in the output of producers goods was 
■>/ per cent If motor-cars arc excluded the. decline in the 
first group is much smaller 
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Chart 36. 

Production of Iron and Steel and of Motor-cars. 
(1928 = 100 ). 



Sources : Federal Reserve Board. 

Institut Illr Konjunkturforscliung. 

London and Cambridge Economic Service. 
Statistique ginirale de la France. 
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Chari 37 

1 rOMI rn»N OF TtMItXS AND LnATIIf It AND MJ01.S. 

(192* ■- 10*) ) 
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The variations in factory employment shown on Chart 38 
point to a similar conclusion. 

The statistical evidence that has been examined shows 
that in the equipment industries the fluctuations have on the 
whole been broader, the expansion greater and the subsequent 
depression deeper than in the consumption industries. It has 
thus broadly corroborated the generally accepted view on 
changes in production during the business cycle. 

It is more difficult to state whether changes appeared earlier 
in the equipment industries than in the consumption trades in 
each successive phase of the cycle. 

The industries in which the most vigorous progress was 
recorded in the years preceding the depression were, on the one 
hand, equipment industries, both old and new — iron and 
steel, mechanical and electrical engineering, shipbuilding, etc. 
— • and, on the other hand, “ new industries ”, producing both 
equipment and consumption goods, but more especially the new 
forms of durable consumers' goods, such as motor vehicles, 
electric and wireless apparatus, gramophones, rubber goods, 
etc. The “ old ” consumers’ industries expanded much less, 
if at all, during 1928 and 1929. After the turn of the business 
cycle the tendency was reversed. The leading equipment indus- 
tries were most seriously affected, although production of elec- 
tricity and electrical engineering to a large extent escaped. 
The “ old ” consumers’ industries have generally suffered less 
than the other group ; the “ new ” consumers’ industries, on 
the other hand, which produce durable goods such as motor-cars 
and wireless apparatus, have felt the effects of the general 
slump almost as much as the equipment trades. The semi- 
durable goods such as textiles have declined less, and that of 
non-durable goods little or not at all. Thus the production of 
goods requiring savings has been much more restricted than that 
of goods which are not bought out of savings. 

It is not possible to draw any conclusions regarding changes 
in the total volume of real investment from the above figures 
for the output of manufacturing industries alone. These figures 
would suggest, however, that during the years 1927-1929 the 
vloume of investment was increasing much more than the output 
of non-durable commodities. This impression is confirmed by 
the fact that building activity seems almost everywhere to have 
been unusually large (Chapter V A). Again, the export of equip- 
ment goods such as machines from the leading manufacturing 
countries grew rapidly in this period. This would appear to 
indicate that investment in other countries has been expanding 
also. The world production of iron and steel increased rapidly 
from 1924 to 1929, but has since declined to about one-half the 
maximum monthly figure. 
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Chart 3S 
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\n cst mate of the amount of capital invested in construction 
mach i en, railway motor-cars, fann implements and livestock 
in the. United St tes 1 a Is to the conclusion that it tended to 
rise from 19° I to 1929 inclusive although there was a notice- 
able set back m 19 7 In Germans total rial investment 
excluding stocks of commoditi s, rose rapidiv from 1921 to 
192/ * it is not surprising that a large p. rt of this capital 
seems to have been invested m a waj winch assun ed a continued 
nse m the standard of living and cons qucntlv in the demand 
eg for thealns cinemas restaurants Vn over-estimation 
ot future demand is of course characteristic of boom periods 
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The general impression obtained from the somewhat scanty 
material examined above and certain other sources of informa- 
tion is that, in the years before the depression, an increasing per- 
centage of the national income was being used for real investment. 
One may thus speak of the existence of an investment boom. 
This large investment may have been one of the factors which 
intensified the ensuing depression (c/. Chapter VII) during which 
investment has fallen off with great rapidity. 


Prices. 

The effects of the relative changes in different branches of 
production on the price system and the movement of the prices 
of the various groups of producers’ and consumers’ goods enu- 
merated above may now be briefly analysed. The first obstacle 
to such an analysis lies in the fact that only a few countries 
publish price indices of producers’ and consumers’ goods in a 
form which can be used for the purpose in question : indeed, 
such data are available only for the United States of America, 
Canada, Italy and Germany. 

The price movements shown by the indices for the various 
countries 1 mentioned during the years preceding the present 
depression have been influenced by certain factors of a special 
kind. Thus the year-to-year price movements of materials for 
consumers’ goods (largely textiles and foodstuffs) are greatly 
influenced by crops and do not genuinely reflect variations in 
consumers’ demand. Again, in many countries the materials 
for producers’ goods have been subject to a more or less effective 
monopolistic control, so that here variations in demand are 
generally reflected in output rather than in price. Indirectly, 
these factors also affect the supply and the prices of the finished 
goods. Hence the price movements of the various classes of 
goods do not vary as they would do if they were influenced 
exclusively by the changes in demand and in productive capacity 
which occur during the business cycle. 

In the table which follows are set out the relevant indices 
for the four countries mentioned above. The classification 
under the various headings is approximate ; it is not identical 
with that used in the indices as originally published ; columns a, 
d and e represent finished commodities, while b and c are raw 
materials and semi-manufactured goods. 


1 The Indices for Canada are official ; those for the United States are published 
by the National Bureau of Economic Research ; those for Germany by the Institut 
fhr Konjunkturforsehung ; and those for Italy appeared in a special article in 
La Vita Economica Itahana, March 1931. 



It is noticeable that ui all Tour countries lor winch data arc 
available the prices o[ producers equipment or manufacturers 
materials for producers equipment rose somewhat in the last 
stages ol the boom period while prices for consumers goods 
and materials lor these goods were already mo\uig downwards 
In Sweden where the tendency of the price LmI was downwards 
ill 1927 1929 prices of producers equipment and materials f° r 
equipment dropped less than the prices of consumers goods 
and their raw materials Wages rose more in industries producing 
commodities o! the former type 

The German indices for producers equipment show fewer 
and smaller fluctuations than those for other countries as they 
consist chit fly of goods such as iron and steel timber etc 
whose Dnces are determined on ngional markets and are largely 
controlled bj cartels A more detailed examination of the 
monthly indices for Canada shows that the price of producers 
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equipment dropped quite regularly throughout 1027 and the 
first half of 1928, while consumers’ goods as a whole were fairly 
steady. Producers’ equipment began to rise in price in the latter 
part of 1928, while finished consumers’ goods, after reaching 
their highest point in September 1928, tended to fall and rose 
again only in the last stages of the boom ; the prices of producers’ 
equipment continued to rise throughout 1929 and the first 
months of 1930 and dropped only in May of that year. 

In the United States, prices of materials destined for capital 
equipment reached their highest level (in the three years 
considered) in March 1929 ; during the rest of that year they 
gradually receded. Finished consumers’ goods as a whole rose 
between the beginning of the year and September, then dropped 
swiftly. Durable consumers’ goods (other than foods) were gradu- 
ally falling in price throughout the year, while non-durable goods 
(foods) rose very sharply between April and September. 

The price movements of these various groups during the 
depression may now be considered. In the table which follows 
are set out indices for the three countries for which figures for 
1930 and 1931 are available. 


Table VII. — Price Indices of Producers' 1 and Consumers' Goods. 
(June 1929- June 1931.) 



Year 

Producers’ Goods 

Consumers’ Goods 

Produc- 

ers' 

Equip- 

ment 

Material 

tor 

Equip- 

ment 

Material 

for 

Consum- 

ers' 

Goods 

Finished Consumers’ 
Goods 

Durable 

Non- 

durable 

Canada 

June 1929 


1 

92.2 

91.2 

96.7 

(1926= 100) 

1930 

91.4 

S2.5 

86.4 

94.2 


1931 

89.1 

62 


80.2 

70.1 

U. S. A. 

June 1929 

If 

>6 


175 

147 

(1913=100) 

1930 

14 

13 

111 

166 

136 


M931 

If 

n 

89 

148 

109 

Germany 

June 1929 

138 

138 

147 

172 


(1913=100) 

1930 

138 

132 

119 

161 



2 1931 

131 

119 


142 



* April. 

* May. 
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It i, otauras that m all cam consumer goods both . luraWe 
and uon-durabU hatt falknmon in P" CL r ' , ‘‘" 'Xmls uS in 
both the fun hid equipment and the jaw materials ugc ^ 
mnnufactum it them This is elueth due to the fact that the 
EaUr U for consume!, goads in I r 1 rL,c,.U.r c™k t<lo«nU> 
and t silks h m dropped much more in price than the m ™ 
and mills which form tht basis of producers q« ”» 

Til pnr s of mins of the latter commodities are daentliUCd 
r gional nurhits and as already mentioned hast hem SUOJ 
m linns parts of the world to cfteetise monopolistic control 
\ccoidin 0 Iv as shown above tht major fluctuations tab p 
m output rather than m pnee Thus the price movuiien 
tht onpositt of whit might ha\e btcn expected ns 
the presumably greater decline in tin. demand lor proa 
equipment than for consumers goods 

in Canada prices of producers equipment fell bv omv , 
o per cent httw tn June 1929 and June 1931 . those of , 
reads for consumption fill bv 28 ptr cent and of other g 
readv for consumption bv 12 per cent In this country P 1 ! . 

building and construction malt rials fell by 16 per cent in 
United Statts the materials for capital equipment fell m pr 
by 16 per ccut between June 1929 and \pnl 1931, while lo 
reads for consumption fell bv 26 per cent and consumers g°° 
other than foods bv 16 ptr cent In Germany, pncis °‘ r “ 
matenals for producers goods fill by 1 1 per cent between •»“' 
1929 and May 1931 those of finished producers goods fell *>> 
5 p r cent and consumers goods other than foods by 17 per cin 
It wall also be observed that contrarv to what might be e Mj?” 
ted non-durabk consumers goods (chit fly foods) have falie 
more in pnee than durable goods This does not, howtvc , 
indicate a greater intensity of consumers demand for the latter 
the raw matenals for foodstuffs have, in general, fallen more 
than those for other consumers goods , further durable gooas 
are usually lughlv manufactured for reasons given elsew litre 
m this volume such goods generally foil relativclv little m P nce 
during a depression 


E Tun Istlemciutv of the Economic System 
in Relation to the Depression 

The inability of the economic system to adapt itself rapidl> 
and smoothly to fundamental changts ui demand supply 
technique savings etc is a condition of maladjustments 
and depressions fixed capital cannot suddenly be made 
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liquid and re-invcsted in a different form. Hence excessive 
investment in certain branches of industry affects the capacity 
for production for a considerable time. Labour also is frequently 
unable to shift easily from one occupation to another, and, for 
several reasons, a change in production often takes a long time 
to effect. Tariffs and other obstacles to international trade 
constitute a special impediment to smooth adaptation. They 
enhance the difficulty of adjusting trade balances — for example, 
to a change in international capital movements — and thus 
contribute to economic and financial difficulties such as have 
been described in earlier sections of this report. If the adaptability 
of the economic system were greater, depressions would be less 
severe. Tendencies towards over-production in certain industries 
would more quickly disappear. For instance, if after 1929 
the output of foodstuffs had been slightly reduced, the prices 
of such products might have been maintained on a higher level 
and the violent shift in incomes to the disadvantage of the 
farming population have been more or less avoided. The situa- 
tion of manufacturing industries would in consequence have 
been less disturbed (c/. Chapter VI A above). 

Maladjustments within the economic system usually call 
forth their own corrective — a change in the relative prices of 
commodities and services, tending to make the necessary re-ad- 
justment profitable. If adaptation is impeded by severe friction 
' — for instance, if supply is very inelastic — then a change in 
demand will bring about a greater movement in prices than 
would have taken place had the adaptation been more easy to 
effect. In a sense, the function of a decline of prices below costs 
is to call forth a reduction in supply. For instance, a decline 
in rubber prices tends to bring about a reduction in the number 
of rubber trees planted. 

A price decline of this kind may not take place, even where 
capacity of production is far in excess of demand, if supply is 
restricted through some form of monopolistic control. Such 
restriction is one way of remedying an excess of supply which 
would otherwise be corrected by a re-adjustment of production 
through the medium of price changes. Experience seems to 
prove, however, that it is essential to the smooth working of 
the economic system that there should be some relation between 
the quantitative and price adjustments effected in different parts 
of the economic system. If, for instance, a sudden and consider- 
able reduction in demand leads to an organised restriction of 
supply and consequently a maintenance of the prices of certain 
products, but. at the same time to a heavy decline in the prices 
of others, the situation becomes to some extent unbalanced 
and unstable. Such conditions may arise if the prices of certain 
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mv materials ami rnanulaclurr'.l t ood, an. 
while prices ol flush 1 commodities ire 'll jo wed to drop * 
such circumstannv the prices of mir.gul ded raw material & 
sum manuf etured g ods tend to I ill sharp!} In the same wa>, 
Sy ol c rt un wages may strengthen the tendency towards 
-! dron in oth r w ges On the other hand if prices of finished 
commoditi s ire maintained at a high leeel the demand for 
these commodities may lie reduced and thus indirectly the 
d mind for nw mat. mis The pnees of raw materials may 
m this way he dot ressed mu<h more than they would be oinc 
wise Further the quantity of an> commodity which can oc 
sold at a pegged price is smaller than it would be if the P 
were allowed to drop V qu initiative reduction of this sort may 
have serious re ictions elsewhere Rigidity m the prices 
certain classes of products tends to increase the variations n 
other classes of which the prices ire more flexible 

The problem of the classes of prices which hive shown them 
selves relatively inflexible in Uu course of the present depression 
is of some importance Many finish, d consumption goods im 
been subject to monopolistic regulation *uid have varied U«*\ 
or in some casts not at all Such a regulation of pnees has been 
especially common in Germany I wished commodities belonging 
to the group of manufacturers equipment do not stem to have 
been subject to such control to any large extent but like manu 
factured goods in general they nave declined relatively little 
in price Several items entenng into the cost of producing 
finished consumers goods or manufacturers equipment have 
also changed very Utile The prices of certain raw materials 
and semi manufactured goods such as iron and steel cement, 
glass bricks and certain chemicals have on many important 
markets been maintained at a level which is only slightly lower 
than that of 1920 Further the wage rates of manual and other 
classes of labour liav c in most countries declined little Long 
term interest raleshave also declined relatively little - by approxi 
matcly one tenth from the high level ruling m the boom years 
Taxation has not been reduced — m some eases has even been 
increased — and the real weight of specific tanfis and of public 
and pnvate debts Ins been increased in proportion to the decline 
in pnees 

How far tins relative inflexibility in certain parts of the 
price system has tended to intensify or to mitigate the depression 
may now be examuied It will be more convenient perhaps to 
put the problem in a more concrete form and to ask whether 
the output of industry would be increased or diminished by *1 
reduction of these rigid pnees and wages Some economists 
believe that a reduction m costs which would increase the 
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now generally low profits, would lead to an expansion of 
production, while others maintain that a reduction of wages 
and fixed incomes would reduce purchasing power and demand 
and thus intensify the depression. 

In an analysis of this very difficult problem, it seems essential 
to distinguish clearly between changes in the distribution of 
income or purchasing power on the one hand and changes in 
the total volume of purchasing power used to demand commodi- 
ties and seivices on the other. If it is assumed, in other words, 
that the total purchasing power used to buy finished consumers’ 
goods and producers' equipment is independent of fluctuations 
in these price and cost items, then a reduction in the prices 
of finished goods which are now subject to monopolistic control 
would increase the demand for them and lead to greater pro- 
duction. This is true both of consumers’ goods and investment 
goo'ds — i.e., durable consumers’ goods and equipment. The 
increased output of these commodities would involve an increased 
demand for raw materials and for labour and the volume of 
economic activity in general would thus be increased. 

It is much more uncertain to what extent a reduction in the 
various items which enter into the costs of production of finished 
commodities — that is to say in the prices of raw materials and 
wages and interest rates — would have similar effects. In the 
firsr place, the effect of cost reductions on the prices of finished 
commodities varies. Certain cost elements have a much less 
direct influence than others on the price at which the producer 
is willing to put an extra unit of goods on the market. Overhead 
costs, which do not vary with the volume of output, are among 
those which, in the short run, are likely to have little effect on 
selling price. Some of these overhead costs are fixed by long-term 
contracts — for instance, the interest on bonded loans and certain 
salaries ; during bad times they are not fully covered and their 
reduction might merely involve a change in the distribution of 
income to the advantage of the manufacturer and have no 
effect on selling-price. In the short run, their influence on selling- 
price is, as a rule, insignificant compared with that of the variable 
costs which change with the volume of output — for instance, 
wages of manual labour, the cost of raw materials, power, etc. 
Production naturally ceases unless variable costs are covered. 
As even during a business depression selling-prices both in 
manufacturing industries and elsewhere are generally much above 
these variable costs, it is not at all certain to what extent their 
* decline would lead to a corresponding reduction in the prices 
of the goods produced. 

It is probable, however, that in many cases a reduction of 
the variable costs would lead to a cox-responding reduction in 
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rlnut in the lenvu d ft r oth r ronnn iditics Such u rtuuctto 
ill uicn ist the incomes of tin mmuf iclurers 
ssoiiH li ible to *11 J fcrsulcr sulumc of rammodiUss »hhO 
m liit'imuu the unrein bs tween ssftin„ prices 'tini tlie 
c Sts, no t 0 1 the ttlnr hui ! w« fc s-c rrnersund he pro'lhc as 
[ raw matin ils would lose Onlj if the prices of tin 
commodities wire icduccd b\ tin same percentage as the , 

costs waul 1 the monev incomes of the wagi earners .as a 
an l entrepreneurs as a w hoi iiinw s before , the n. 
in wa„ rites an l pncis would bt offset b> J ,aI V^ .„ )S 
of s 1 s id cmntosment Tin rial income of the c fe, 

<inl of society in general would be larger than before 


Table Mil — Indues of Duildinj Costs 
Monthlv kvengc of first half of \cir 
(1913 - 100 ) 



Crruian> | 

United Slate* 


> l 

• 

* 

192S i 

1929 

1930 

1931 

173 I 
171 
17G 
lib 

193 

201 

202 

199 

206 

207 

207 

193 


V good examjlc ot the influence of cost reductions can bt 
found m the bud ling trade because almost all costs in this 
trade are \ariable Reduction in the prices of building materials 
and builders wages would make houses cheaper Htnee a 
given sum of sa\ ings would bt sufficient to finance the construction 
of a larger number of houses That the costs of construction 


W och nbti Mt Jet I nil tales fCtr Aon/unUur/ofjt/iuns 
* Auodalcd General Contractors of America 
‘ tngtneering \tus Record 
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Table IX. 


Indices »/ Ihe Costs 0 / Building Meriab . ' 

' >hj i is? ! s 


Germany 


Slone, etc. .■■■■' 

Structural steel 

Building timber . • • • 
Total building material 


Italy 

Bricks, common, Milan 
Tiles, Milan . . 
Cement, Milan . 


United State-, 

Brick house, 6 room . 
Frame house, 6 room • • 
Brick, common, New \ oik 
Cement, Portland . • • • 
Lumber, composite • • • 
Structural steel beams - ■ 


May 

1929 


May 

1930 



April 

1931 


July 

1931 


May 

1931 


i ihe price of cement lia f s , 031 ^ur- 

In the United Kingdom, the P the summer of 1961. t 

unchanged from the summa o{ bric ks m Lo 

ther, the prices of building tmibei 

, wulschall und 

Siatishk, July r-»m, 

Italy : Ballet mo da P™-* ' Cunenl Business. 

United States Survcj 
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ha\e been k pt st ble since the middle of last year (car’ier 
information n t [ ublisln d) 

Budding wanes hast droppcdverv little Nominal wage rates, 
which how tv r do not accurately reflect actual earnings navi 
retrained prarlitallv unchanged in \ustralia the United King o » 
ltalv and th United States from 1920 up to the spring or 1J-H . 
in Germans uid Tranct they ha\e even shown some increase 
On the basis of the above reasoning a tentative conclusion 
can be reached that had building costs dropped radically >n 
1930 the chances of a considerable building activity dunng 
would have been increased Tins question is further discusse 
below 

Mthough it is more uncertain to what extent cost reductions 
in other industries would lead to price reductions and an increase 
volume of production and employment there can be no doubt 
that if the assumption made above regarding the maintenance 
of tot d purchasing power is correct the tendency would be the 
sami as in the building trade . 

Before analysing the validity of this assumption certain quali- 
fications must be stated and the special problems which arise 
in connection with retail pnees bneflv discussed 

As already indicated reductions in vaiious cost and price 
items would under certain conditions lead to considerable 
changes in the distribution of income between different classes 
of society This would entail a corresponding change in the 
direction of demand For instance, wage reduction unaccompanied 
by an increase in employment sufficiently large to maintain 
unaltered the total income of the working classes would reduc“ 
the demand for goods consumed by these classes, and increase 
the demand for goods required by farmers and other social 
groups While such a change might be important from the 
point of view of social policy, it would probably have little eflect 
on the volume of production for, in view of the substantial 
surplus capacity existing in all branches of mdustrv, a shift 
m demand from one class of goods to another would not reduce 
output in one branch more than it increased it in another 

It may be added that a reduction of certain costs and prices, 
if undertaken by one country alone and not by others would 
increase the competitive power of the export industries of that 
country and thus have a greater effect on the volume of sales and 
employment than if the same policy were simultaneously adopted 
in all countries 

The flexibility of retail prices stems to have been relatively 
small m spite of the comparative absence of monopolistic regula- 
tion m the retail trade The maintenance of fixed prices of certain 
branded commodities has been due largely to regulation by 



— 269 — 


manufacturers, not by retail traders. A considerable amount 
of friction, however, seems to have prevented retail prices from 
dropping as much, or as fast, as the decline in wholesale prices 
would justify. It is true that if the retailers’ margin is to be 
kept intact or reduced only as much as wage rotes in manufac- 
turing industries, the percentage decline in retail prices cannot 
be as great as in wholesale prices. There is reason to believe, 
however, that retail prices have declined so slowly that the 
margin between the wholesale and retail prices of identical 
commodities on a given day is somewhat greater than it was. 
In other words, the retail price of to-day is based on the -wholesale 
price ruling some time ago. 

This increased margin has very much the same effect on the 
volume of sales and production as would result from a forcing 
up of -wage rates during the depression, or the raising of whole- 
sale prices by agreement between producers. If retail prices 
dropped more, a larger quantity of finished commodities would 
be sold and produced. This is entirely compatible with the 
assumption that total national incomes in terms of money would 
not necessarily be further reduced by increased flexibility, as 
whatever reduction in the incomes of retailers took place might 
be offset by increased incomes for wage-earners and manufactu- 
rers as production rose. 

But no answer can be given to the question with which this 
chapter is mainly concerned — namely, that of the effect on the 
volume of production of greater flexibility in the price system — 
until an analysis is made of the assumption, introduced for the 
sake of simplification, that this greater flexibility would not 
reduce the total volume of monetary purchasing power in use. 

It has been explained above that during the present depres- 
sion the volumg of savings has probably been larger than the 
demand for credit for investment purpose. Hence a part of the 
purchasing power has not been used at all, a fact which has 
tended to depress prices and reduce the volume of production. 
Obviously, it is quite possible that a reduction of certain price 
and wage items might affect both the volume of savings and 
the demand for credit , 1 and thus weaken or strengthen the 
tendency towards a general decline in prices and production. 

Goods are produced for sale at some future date. Hence 
producers in regulating the volume of their present output 


1 This expression is used throughout the volume in a wide sense and covers 
the use of personal savings and of bank credit previously obtained, which has 
not so far been utilised. It should also be borne in mind that an increase in the 
total volume of purchasing power used to demand commodities and services 
docs not necessarily lead to an increase in the quantity of the means of payment, 
but may only lead to an increase in its velocity (see Chapter VI B.). 
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Udmp in th* prue < f r iw cotlun « r in wagvsin the nt , 
h will expert silling pnrcv to fellow “» similar * 05t 

w il trv to* pro luce tU *p*Mblt Jl the preset 
thus if there is a .Mnu of f illmg costs in the nor d 
muiufirtun-r will toil to restrict his output and las dim 

lmthcr »msputi\» of what Ins just bun s-ml, 
i nssiblr th t p due turn in \ni,is or m the prices of cot a 
malt ri Is c s mi m nuf < lured comrno «t>cs '' ould ‘/L 
luhutim m thi o In prt ncurs di ni »nd Tor credit , JL 

mlurtu ns might redact Hit consumption of II t " or “*”lj 
inlrcduct manufacturer* losresor men are thor profits. , 
w uld i cn isc tht sum of savings \s a result, the 
supple o[ satires would meet with a icouud demand on 
t ipllal mat kit — although dnp in mtiust rales ‘ n, S»^ . , 
some extent stimulate donanct — and not all »>„»,, . 

Ik Knl The tot d purchasing power m uso would tall 
« dt pressing cnect on loth prices and production 

Thus the direct stimulus to production provided b\ a rcuus 
tion nice sis suih s described earlier in this seel ion, might *■ 
lit odsit b\ a sin ngthenmg of tin luidtncs of the purchasing 
power to dtrlin It stuns uncertain whether during the pcs' . 
depression g neril reductions of puces md wage rates wo 
have enabled output to be maintained it a higher level 
other words it is quite possible that the maintenance of cut 
puces and wages, although it has probably tended to depress 
othei prices and wages Ins prevented pn-es in general iron 1 
declining even mor than thev have actuallv done lhc coniUC*j- 
ing theories concerning the influence of wage reductions bom 
contain » kernel of truth , opposing forces arc called into P la > 
and it depends on the dual circumstances in each care in which 
direction tilt volume of production will be influenced 

It seems certain, however, that greater flexilnhtv in one class 
of costs — those of real investment — would lead to the maintenance 
of a greater volum of production and indircctK, of purchasing 
power, and would thus mitigate the depression \\ hen a depression 
has begun, the volume of investment tends to fall off as expec- 
tations conccrnuig the future become less favourable H costs 
of investment do not fall, a contraction of investment is inevi- 
table It is tiue that little stimulus to investment is probable 
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and other investment eg^‘ band> in some «^J ate invest- 
less profitable. On tlm sufficiently to L ’ 7 p icb 0 f these 

reductions might revive p - easing capacity. difficult to 
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tend to disci ur c ir,niaUI,imi,tmiiiliihidl Mould cxcrase 

a Mlunul Hu a infill mi on liuiuuss ill Buicnl Tins ili'coura^iiis 
iiifhiin<* has prohiblv btin strengthened m 1J31 owin ft . 

[art tint nnn\ business men Inst been expecting tn11 ' 1 
resi t nice to i rice md wa„e reductions in Ctrl un , 

tru les would break down mil have according) postponed acinm 
It is so mi turns suggi sUd that m all round reduction 
v. h and other costs tends to increase, production ana l* 
nice* arv uimlilum of recovery, as it mikes for a be 
bihnee between costs and selling-prices Hut during A sc '"~ 
depression Un volume of output is small, overhead costs ^ 
hiavy and average costs pir unit of output are thereto 
rclativelv hi„h Fveii substantial cuts m the variable cos 
dements such as \v lges and raw matend prices, would in m° s 
industries fid te> reduce average costs to the level existing 
busin ss conditions were gooii Even if they did, production 
would nevertheless be unprofitable as long as prices of finistvc 
goods are seriously depressed, as at present In nwny , 'i'" 
dustnrs variable costs would have to come down almost to 
nothing if avenge costs were to fall below the present P n ™ 
Reductions of such magnitude do not appear to have taken 
place during earlier depressions Experience shows that recovery 
starts at a tunc when profits are low, and th it it is the incrca^ 
ui the volume of output that makes production again profitable 
Vs long as prices are well in excess of variable costs, any increase 
in output will o[ course benefit the producer 

The interest level is also an item of fundamental importance 
ui the cost of real investment Whether a certain investment 
for instance, the construction of residential buildings — ls 
profitable or not, depends, not only upon the cost of production 
of the houses but also upon the amount of the annual interest 
expenditure involved Reduction of both building costs and 
interest costs bv 20 per cent would make possible a fall in the 
annual rent by almost 36 per cent In the same wav , the purchase 
of very expensive machinery which can be used for a number 
of years is the more profitable the lower the rate of interest 
Hence the failure of the long term rate of interest to decline 
substantially is one factor which has tended to reduce the volume 
of investment and to intensify and prolong the present depression 
The causes of this failure of interest rates to drop have been 
briefly examined, abov c in Chapter V C 

The influence of high taxation on the volume of production 
has been much less easy to determine Unless a decrease in 
taxation — rendered possible, for example, through a drop 
in the interest on public loans or reduction in the wages 
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aacl salaries of public officials — affects total purchasing power, 
it merely involves a change in the distribution of income. There 
will be no increase in the volume of services performed by these 
officials in question corresponding to the increase in sales resulting 
from retail margins. On the other hand, a relative reduction of 
taxation on industry in a given country tends of course to increase 
the competitive power of tills country. Other things being 
equal, it tends to increase the volume of sales and of output. 

It has ‘only been possible in the present section to examine 
certain aspects of the problem of the forms of flexibility and 
inflexibility which mitigate or intensify economic depressions 
and to draw a few tentative conclusions. The present economic 
system is based on adjustments through changes in the prices 
mechanism. Into this mechanism, elements of rigidity have 
been introduced, which affect and to some extent impede its 
working. It is not improbable that, under such conditions, the 
resistance of the economic system towards depressing tendencies, 
such as have operated in the world in the last two years, has been 
reduced and that the system has lost some of its power of recovery. 
On the other hand, as already observed, in certain circumstances 
rigidity of prices and wages may have a favourable influence. 
Scientific analysis of this problem, however, and indeed of the 
whole problem of business cycles, is still at an early stage. 
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The weight o! G man imports ot coltoii declined by abmrt 
one tenth from TO Ho TOo and minor declines ol ■ a>»ul ! ‘U, 
cent occurred hi tween 1SS3 and tS8o md between ISO/ 

1008 Dunng l he present recession the reduction has been 8? 

Uk index of production m tin, German cotton ll *d us ^ 
by 12 per CsiU b tween 1928 and the first half of 1931 

k comparison of the production of mNes ment goods^ 
difficult on account of the inadequacy of the statistical inacn 
Thi budding index of the Statististiquc generate 
basis of comparison for Fiance It shows a rcductio 
7 per emt between 1901 and 1903 and of 15 percent beUv.^ 
1Mb and 1907 and again between 1920 and 19-1 { “ 

activity rose in 1930 but dechned about 7 per cent m l 
half of 1931 -w-tivitN 

V much more serious contraction of budding , • 

Ins been experienced m the United Stales While the 
of budding contracts dechned by about 11 per cent ten 5 
ago and between 1906 and 1908 by 20 per cent the reducUO 
during the present depression has been as follows 


1 1 per cent between 1928 and 1929 , 

32 p r cent between 1928 and 1930 , ,.» » 

a2 per cent between 1928 and 1931 (a months) 


In each of the three major depressions of this Century, biuldmg 
in the United Stales began to recede in the year before the uu 
m business In other countries also, the turn in building ac 
vilv took place one or two years bclore the crisis 

In shipbuilding there has been a considerable decline 
acliMty in the last two years, although so far rather less ui 
during some earlier depressions V sharp contraction has, howeve , 

taken place m 1931 . 

For a comparison between the two post war crises i« 

U S V, a large mass of material is a\ ailabk A comparison o 
the indices of production gives the following result In l* 1 ® 
United Slates the volume of industrial production measure 
by the index of the Federal Reserve Board declined by 23 per 
Cv nt between 1920 and 1921 and by IS per cent between 
and 1930 Monthly figures (seasonal variations eliminated) 
show a greater decline — • 29 per cent m the uine months following 
June 1920 and 32 per cent between June 1929 and December 
1930 It thus appears that the volume of production m the 
United Stales has receded more during the present depression 
than nine years ago 


* Federal Reserve Guard lades ot contract* awarded. 
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The production indices available for other countries as a 
rule cover too short a period to allow of any comparison with 
previous depressions. Further the various production data to 
which reference has been made above are insufficient as a 
basis for any adequate statistical comparison between the 
present and past depressions. They would appear to suggest, 
. • however, that the recent decline in production, though in some 
cases less than that recorded in 1920-21, is on the whole 
greater than that which occurred during most of Ihe depressions 
of the last century, as well as those of 1900-01 and 1907-08. 

The relative contraction of the value of the world trade 
between 1929 and 1930 has been unprecedented, as may be seen 
from the following table : 


from 1873 to 1874 — 5 per cent 

from 1883 to 1884 — 4 per cent 

from 1890 to 1891 — 1 per cent 

from 1900 to 1901 + y» per cent 

from 1907 to 1908 — 7 per cent 

from 1929 to 1930 — 15 per cent. 


Between the spring of 1929 and that of 1931, world trade 
would appear indeed to have contracted by about 40 per cent. 
It should, of course, be kept in mind that the decline in prices 
has been relatively great during the present depression. There 
can- be no doubt however that the quantum of trade had also 
dropped more than on earlier occasions as already pointed out in 
chapter V. D. A comparison with the depression of 1920-21 is 
difficult on account of the instability of currencies after the 
war. 

Russian Production. 

As pointed out in previous chapters (V A and VI C), the 
position of Russia has been peculiar ; the quantity of her output 
has expanded to a remarkable extent during the past two years. 
It should be observed, howevei', that Russia has, within the last 
decade, experienced certain violent and serious trade fluctuations, 
although different in character from the business cycle. 

It is often thought that Russia’s immunity to tire business- 
cycle depression is a new phenomenon, due to the change in her 
economic system. This can only be partly true, as the prepon- 
derance of agriculture of a rather primitive form in her economic 
structure has always rendered her largely independent of business 
. fluctuations elsewhere.- This also applies of course to other 
countries with a similar industrial structure. 
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Prices . 

Every business-cycle recession Tor which st '**“*?ca eraUevel 
are available has been marked by a decline in 
of wholesale prices Tins decline has been V^Stic 

that it is regarded by many economists as the most chara i 
feature of economic depressions The character of . , 

in prices has of course differed m every case , cacli i y 
presents certain peculiarities which distinguish it from ^ 

In order to compare fully the price mo\ ements of this and pro > 
depressions it would be necessary to make a more detailed s > 
of the available data with regard to the latter than lies within tn 
scope of this report Ml that is attempted here is to P™ 1 * 
some salient features of the fall in prices during the variom, 
depressions which have occurred since the last quarter ° . 

19th century and to direct attention to the outstanding poi 
similarity or dissimilarity with the present fill m prices 
The data available for pre war depressions which permit c 
of such general comparisons are very inadequate In most ca 
general price indices when thev exist are given only as 
averages and do not therefore allow measurements of mom”, Z 
month movements which are of particular interest in a penoo 
rapidly falling prices Further the price indices construct 
during the last century consist almost entirely of crude fooasuui 
and raw materials, while those at present in use often include 
wide selection of m lnufactured goods Comparisons must 
therefore necessarily be rough . 

The character of the price declines in the depressions to do 
studied have varied considerably Towards the end of the last 
century when the long lime trend of the price level was downward, 
the fall in prices during a business-cycle recession appears to nave 
been more marked than during periods m which there was a 
longtime upward trend of prices The downward trend, 
which lasted from 1872 to 1890, was ushered m by a violent 
collapse in 1873 The ensuing depression continued until 18/ 
with only a brief recovery around 1S7G, and carried price indices 
to about half the figure they had attained iu the preceding 
boom period 

During the periods when prices were moving upwards ns they 
were between 1896 and 1913, the declines which took place 
during depressions were, as already mentioned, slighter In the 
crisis of 1900 and 1907 for instance, prices fell considerably less 
i either 1873-1875 or 1881-1886 During the depression 


in the early ’nineties, however, the price declivc was in some 
countries very small These facts are brought out in the 
follow mg table, which shows the percentage decline in the genera! 
level of wholesale prices m four countries for which indices are 
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available. It has already been stressed above that the figures 
are more in the nature of estimates than accurate measurements. 

As most currencies were on a paper basis during the years 
immediately after the war, price changes between 1920-1922 have 
a significance somewhat different from price changes during other 
depressions and have therefore been omitted from the tables 
which follow. 

Table I. — Percentage fall in Wholesale Prices . 1 * 

(Annual averages of years shown.) 



United 

Kingdom 

France 

Germany 5 

U. S. A. 


Statist 

Statislique 

Generate 

Wirlschafl 

u.Slatishk 

Bureau of 
Labor 
Statistics 

From 1873 to 1875 

— 14 

— 10 

— 13 

— 7 

From 1891 to 1893 

— 5 

— 4 

— IS 

— 7 3 

From 1900 to 1902 

— 8 

— 5 


2 4 

From 1907 to 1908 

From 1929 (first half) to 1931 

— 8 

/ 


! ~ 4 

(first half) 

— 28 

— 24 

H 

— 24 


In so far as reliance can be placed on the price indices for the 
19th century, it would appear that the present fall in prices is 
more severe than any experienced during the depressions in 
the last half century before the war. 

It would be of interest to compare also the duration of the 
decline in prices, but unfortunately monthly data for the early 
periods are not available. During the long periods of falling prices, 
the rapid fall seems, however to have lasted longer than during 
periods when prices were normally moving upwards. 

The present price decline has lasted longer than that of 1907- 
1908 or that of 1920-1922. Prices in most parts of the world have 
now been falling almost three years and falling rapidly for 22 
months ; in 1907-0S, prices fell for less than a year (in the United 
States only for four months) and then turned upwards, while in 


1 Sources : Annuaire statislique <le la France, p. 371, 1929-1931. 

League of Nations Monthly Bulletin of Statistics (1913 = 100). 

5 Germany : From 1924, newscries, based on 1913 = 100, prices m RM. 1875-76 ; 
gold index, basis 1913 = 100 (Wagemann : Structur und Rhutmus der Wclt- 
Wirlschaft). • 

» 1S92. 

* 1901. 
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iqwut they fell u the Lmtcd States for 20 month* and m 
many other countries for a similar or somewhat t0 

u certain countries, howewr (it., those 
inflate the r currenc es) the duration was c° nsl ^ er3 ^ f nce 
A more trustworthy measure of the relative seventy general 
declines m \anous periods than that afforded by til 8 
indco is to be found in the pnee movements of mdiugw 
commodities In the table which follows is shown ttefrUin 
pnces of several important commodities m Germany during 
major depressions of the last half-century In each case the decline 
is measured from the highest point preceding depression to tn 
lowest point preceding revival 


TaWe 11 — Percentage Fall in Commodity Prices in Germany 



P g 1 on 

Copper l 

Wool ( 

Cotton t 

Hdn 

ISS1 lbS6 

J 36 , 

19 t 

16 

4 ? 

33 

36 

lS93-189a 

14 ] 

1 »7 

4S 1 

| 37 j 

DO | 


1<XT> 1903 

9 i 

37 

33 1 

| 36 1 



190S-1909 

j 4 

i 19 

19 

1 = 

32 


1929 1931 ‘ 

1 9 
i 

1 a 

; 

S 

o6 




It is obvious that the present decline in prices, cv en if measured 
only to the beginning of 1931 has been more severe than in ui 
previous depressions for all commodities included in the al» 
table except coal and pig-iron Hie most noticeable contrast WU» 
the crises of Uie 19th century lies in the behaviour of coal an 
iron prices Previously these commodities were extremely 
sensitive their prices generally rose and fell before commodities 
in general and fluctuated more widely With the carl ell isation o 
the coal and iron industries towards the beginning of the presen 
century however the price fluctuations became much narrower 
la the present depression, coal has fallen relativ ely little ux price 
compared with most other commodities on many domestic mar 
bets it has remained practically unchanged and on some it has 
risen 

Pnces m France have moved in very much the same way 
as m Germany It is noticeable that in both countries wheat 
pnces have been maintained at a fairly constant level in the last 
few years through land increases and other official measures 


* Aval? ol 19^3 compared w th the avenge ot the Tint half of 19JI 
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Table III. — Percentage Fall or Rise in Commanditij 
Prices in France. 1 


From — to 

Wheat 

Colton 

Silk 

Iron 

Coal 

1S73-1S75. . . 

— 27 

— 24 

— 23 

— 25 

— 26 

1890-1892. . . 

— 29 2 

— 28 

— 15 

— 15 

— 24 

1900-1902. . . 

— 3 

— 8 

— 10 4 

— 20 

— 25 

1907-1908. . . 

+ 9 

— 14 

— 32 

+ 7 

— 9 

1920-1921. . . 

— 59 3 

— 5S 

— 39 

— 65 

— 70 3 

1929-1 931 5 . . 

-4- 23 

— 43 

— 51 

— 3S 

~r 1 


The price movements of important groups of commodities 
in the United Kingdom during the present and past periods of 
depression may also be compared : 

Table. IV. — Percentage Fall or Rise in Conunoditg Prices in 

the United Kingdom. 6 



Vegetable 

Food 

Animal 

Food 

Minerals 

Textiles 

1873-1875 .... 

— 12 

— 1 

— 2S 

— 15 

1891-1893 .... 

— 21 

Hr 4 

— 11 

0 

1900-1902 .... 

+ 2 

-r 2 

— 2-1 

— S 

1907-1 90S .... 

-f- 1 

+ 1 

— IS 

— 20 

1929-1931 7 .... 

— 29 

— 14 

— 21 

— 51 


These indices confirm the opinion that the present decline 
in prices is, on the whole, more severe than in any of the 
major pre-war crises. -Vegetable foodstuffs declined in price 
during the long depression periods in the hist century, but not 
during the short depressions before the war. It should be 
observed, however, that, not only in 1901 and 1908 but also 
in 1891, the price of wheat was higher than during the preceding 
boom year. Even in 187-1 it was maintained on a relatively high 
level, as may be seen from Chart 39. 


1 Source : Bulletin dc la Slatistique Generate tie la France. 

- 1 1S91-1893. 

3 1920-1922. 

*1900-01. 

s Average ol the first half of 1931 compared with the average of 1929. 

* Sources : The Statist (for 1920-31}. Journal of Ihe Royal Statistical Society. 

* First half of 1929 aud first of half 1931. 
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Chart 39 

WhOLESALF PlUCFS OF MIM3HIS AND \ [ GET ABU. I OOD, 18G7 1913 

(In lex of Sauerieefc an 1 The Statist ) 
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The output of cereals fluctuated quite differently from activity 
n manufacturing industries as reflected in pig-iron production. 
Such facts lend no support to the theory that variations in the 
volume and value of crops are the cause of the business cycle. 
They do, however, indicate that it is not a mere accident that 
periods of depression have been brief when agriculture has been 
prosperous and the purchasing power of farmers well maintained. 
Moreover, when both agriculture and manufacturing industries 
happen to be depressed at the same time, the recession tendencies 
strengthen one another. 

Of all commodities, minerals have dropped the most con- 
sistently and severely in price during depressions. After the 
crisis of 1873, pig-iron and coal prices fell by about one third ; 
in more recent pre-war depressions they became somewhat less 
sensitive, and often (as e.g. in Germany and France during 
the present depression) non-ferrous metals — e. g., copper and 
tin — fell as much or more than these commodities. In 1908, for 
example, pig-iron fell in price in England by about 10 per cent 
and coal even less, while copper fell by some 30 per cent, lead 
slightly less and tin by 23 per cent. 

It has been shown in Chapter V — B above that during the 
present depression the prices of raw materials have dropped 
more rapidly than those of manufactured products. This pheno- 
menon is not peculiar to the present crisis, but is one which is 
observed in all other periods of depression for which information 
is available. It was especially marked in 1920-1921 ; in the 
latter year the Swedish official price index for finished products, 
for example, stood 27 per cent higher than the index for raw 
materials, and the National Bureau of Economic Research price 
index for manufactured goods in the United States stood 33 per 
cent above the index for raw materials (both groups of indices 
are based on 1913). As recovery from the depression took place, 
the margin between the indices gradually narrowed. During 
the depression of 1907-08, raw materials dropped in price by 
11 per cent in the United States, while manufactured goods fell 
by 8 per cent. 

Particular attention should be drawn to the differences 
between the, price movements of ' producers’ and consumers’ 
goods in this and previous depressions. It has been shown in 
Chapter VI — D above that the decline in the prices of producers’ 
goods during the present depression has on the whole been 
considerably less than in the prices of consumers’ goods. The 
available evidence suggests that this is contrary both to the 
experience of 1920-21 and to pre-war experience. In 1921, the 
National Bureau of Economic Research index for producers’ goods 
fell by 39 per cent, while consumers’ goods fell by 30 per cent. In 



Tamil » product in goods (including materials) fill b\ 31 per cent 
and coisumciN goods by 23 p.r cent , producers iquipnwftit. 
howistr rose in price in 1921 and fell relatively bttle m 1 
Otfici d indices for tht United States of America and Germany 
show that during tlu crisis of 1907-8, producers’ goods ui the former 
unmtrv fell by 15 per ce tit and consumers’ goods by 7 per cent, 
nhtl in G<rman\ producers’ goods fell bv 21 ptr cent amt cou- 
sunnrs goods l»v 9 per cent The relatively slight decline in 
the prices of producers, goods during the present depression 
is 1 irg lv due to the fact that m my raw materials for tliese 
commodities, in jiarticular iron and slid products, base come 
more under the control of trusts and cartels, scinch attempt to 
muntain stable prices in good times and bad 

Retail prices dot luicd much less thin wholesale prices during 
the depression of 1920-21 , the higher lc\el of the former tlirougli- 
out tin period 1922-1928 lias beui discussed m some detail m 
a precious section Retail pnee indices during pre-war depres- 
sions ire available for \ery few countries , such indices as exi't. 
howmr uniformly indicate that retail pnees cither did not 
fill at ill or, if they did, did not fall is rapidlv as wholesale 
prices In 1908, for example, wholesale pnees m the United 
Kingdom ind the United States of Aminca were about 10 per cent 
lower than in 1907 , in Engluul, the retail pnee index published 
b\ the Ministry of faibour was 2 per cent higher, and m the 
United States the retail price index of the Bureau of Labour 
wis 3 per ccut higher Wholesale pnees in England were, 
arcording to Sauerbeck’s index, more than 5 per cult lower 
in 1902 than in 1900, while retail prices were almost 2 per 
cent higher 


Money Rates 

The present depression has brought about a considerable 
decline m the rites of short term money \ comparison with the 
previous ernes shows however, that this decline has not been 
greater Unn at certain periods in the past The following tiblc 
shows the average market rate in the year of the outbreak of the 
more important cnw.s, the lowest subsequent annual average rate 
and tht percentage reduction between the two vtars considered 
Although the table gives only yearly avenge <,it shows clearly 
that the present reduction in money rates is not appreciably 
greater than that which occurred during various depressions 
in the past Open-market rales have dropped by one-half and 
more ou earlier occasions , monthly figures of rates on the Kcw 
York market show a decluic of 75 per cent between June 1873 
and July 1874 (from 17 to 1 30 per cent), and of about 70 per cent 
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(from 6.25 to 2 per cent .rate on commercial paper) between 
October 1929 and June 1931. 


Table V. — Open-market Rates during Earlier Depressions. 


1 

London 

New York 

1873 

1875 

Reduction in percentage . . 

4.70 

3.14 

33 

10.25 

5.51 

46 

1890 

1892 

Reduction in percentage . . 

3.88 

1.76 

55 

5.66 

4.13 

27 

1900 

1902 

Reduction in percentage . . 

3.70 

2.97 

20 

4.35 

4.31 1 

1 

1907 

1909 

Reduction hi percentage . . 

4.49 

2.2S 

49 

6.37 

3.98 

37 

1920 

1922 

Reduction in percentage . . 

6.40 

2.65 

59 

7.12 

4.42 

39 

1929 (1st half) 

1931 (1st half) 

Reduction in percentage . . 

5. OS 

2.39 

54 

i 5.80 

2.43 

59 


The absolute level to which interest on short-term capital has 
fallen during the present depression is, however, exceptionally 
low in certain countries. In recent months, the money rates 
have indeed tended to rise. 

The changes in discount rates are shown in the Table VI 
which requires no comments as the movement has been similar 
to that of open market rates. 

On the other hand, the yield of long-term capital declined 
very little. Years of declining long-term rales have in the past 
usually been followed by years of recovery in production and 
trade. On the other hand, some time before the turn in productive 
activity, bond yields have usually risen considerably. In the 
recent period of prosperity in the United Stales, bond yields 


1 1901 . 
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Table W — Percent ige Changes in Official Discount Doles 
It rtnj L rhtr Depressions ‘ 



Hln „ 

litKBlJV 

It ah 

jNrthtrUcilil 

Haiti 

IS 3-ts 

isto-lsu 
in lo-ixni 
l«nr 1 *W) 

43 

r * 

31 

3S 

la 

0 

1 

3==S 

4S 

17 

16 

30* 

ijjm r_* 

s 

32 




itr.j (i>t hairy- 



IS 


17 

1031 <tsL half) 

U 




roH tr m 13" iKf unt in l‘Us which was llu. lowest k'*.j 
nach i sira th " ir to 1 70 ivr anl in »» 1 )} t lh JJ$n 

th \ l i\ n c». dicliiRd tlu liv. fi B urt of l' as no *- « 

bun n. ached 


Table Ml — Bail 3 irfdi during Earlier Depressions 




Table VII. — Bond Yields during Earlier Depressions. 

(continued). 



| United Kingdom 

U. S. A. 

Denmark 

1907 

2.97 

4.51 1 

3.70 2 

190S 

Reduction in per- 

2.91 

4.33 

3.68 

centage 

2.0 

4.0 | 

0.5 

1920 

5.32 

5.88 

6.22 

1922 

Reduction in per- 

4.42 

4.94 

4.94 

centage 

16.9 

16.0 

20.6 

1929 (1st half) . . 

4.53 

4.67 

! 5.11 

1931 (1st half) . . 
Reduction in per- 

4.29 

4.43 

4.66 

centage 

5.3 

5.1 

8.S 3 


The behaviour of the long-term capital market in countries 
not given in the table may be studied from the following table 
showing the changes in prices of fixed interest-bearing securities : 


Table VIII. — Changes in Prices of Government Bonds. 4 


j France jxetherlandsj Germany 

Italy 

1891-1893 

+ 7.0 5 

+ 6.3 

+ 2.0 

+ 1.7 

1900-1902 

+ 0.6 G 

+ 5.0 

+ 6.6 

+ 3.1 

1907-1909 

+ 3.1 

+ 3.5 

+ 0.5 

+ 2.1 

1920-1922 

+ 6.6 

+ 18.0 

+ 7.9' 

+ 3.7 s 

1929-1931 !0 

+ 15.1 

+ 4.0 9 

+ 5.6 

-p / . 0 


1 1907-1909. 

- 1908-1909. 

5 Yearly average 1929-1930. 

* Sources : Slahstique Gencrale de la France, Annuairc slatistique, 
5 1S90-1S92. 

• 1900-1901. 

1 1920-1921. 
s 1920-1923. 

8 1929-1930. 

10 Average 1929 compared with the first half of 1931. 
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II wouM appear II, a. ,hc Jcars of the ch, „ m CVtb 

mssM a? sai rftSSSs 
tc-^r s; 

trusts . 'r^f« ,;■; Tsar-ss* « -rss 

influenced bv the behaviour of tltc long ti-™ mleres a 
1 hi drop in the prices of shares on the American and German 
mark, Is al all events has been more senous daiwg 11,0 Prv“« 
depression than in any previous crisis Hie index ol 
quotations on the Ness York Stock exchange dropped 30 per 
ini Iron, 1873 In 1S71 20 per ant Iroin 1883 lo 188-4 37 w.r 
ant Iron, 1007 to 1008 and 41 per cent from 1020 t , l»-l . 
bets, ecu 1029 and 1030 the drop was 60 per cent In Gcrmanj, 
prices o! stocks dropped 22 per cent m tin: course of 1 JUO m 
It per cent bulwien April 1906 and VugusL 1907 *, sthllc the 
decline from 1929 to 1030 (annual average) was 21 per cc. 
and b tween 4pnl 1027 and June 1931 about 62 per cent {» 
France also the recent drop tn the prices of shares appears 
be greater than during earher depressions, although the jc«u J 
data allow ot only approximate comparison Between lo-™ 
and 1893 prices of shares on the Pans Bourse declined d> *jm oi 
10 per cent *. from 1899 to 1902 by 21 per cent, from 1907 to 
1908 by 5 per ant and from 1920 to 1921 b> about 2a per cent 
From 1929 to 1930 the decluu, was about 15 per cent anu 
continued in 1931 Between February 1929 and June l s 
there was a decline in the prices of slocks of about W per ce«u- 
At the moment of the break on the stock exchanges in 
there was no pronounced credit stringency accompanied oy 
rapid nse in money rates, such as occurred during ce “ a J n ,° 
the previous crises, e g in 1873 and 1907 Not even in {Jctouc 
and November of 1929 did money rates m New York rise _a 
high as in 1907 This suggests that the organisation or tne 
handling of the financial system has been improved 


General Comparison wiUi some Earlier Depressions 

Certain points ol similarity and difference between the earlier 
depressions and the present situation may now be briefly exam- 
ined V comparison with the post-war crisis of 1920-1922 seems to 
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offer relatively little interest, as the early post-war years were a 
period of rapid readjustment of the economic organisation to 
peace conditions. For this reason the changes from the produc- 
tion and price levels of the war period have a somewhat different 
significance from the variations which occurred during other 
periods of depression. In view of these special circumstances 
ten years ago, it is surprising indeed that many fundamental 
production and price curves followed practically the same course 
as they have done since 1929, at all events up to the beginning of 
1931. Indeed, if an upward swing of the business cycle had begun 
ill the spring of this year, the similarity would have been striking. 

Some fundamental differences must, however, be noLiccd. 
Most currencies were on a paper basis in 1920-1922, and the 
movements of wholesale price levels in different countries varied 
greatly. In many of them the fall in prices was short-lived and 
was quickly succeeded by a rapid inflation, which naturally 
affected the movement of business conditions in the countries 
concerned. For this and other reasons the severity of the depres- 
sion in the second year after the turn varied much more from 
country to country than at present. 

Another difference is that daring the 1920-1922 depression 
the level of wages was in most countries rapidly adjusted down- 
wards. In some countries wages in manufacturing industries 
declined in the course of two years by as much as 30-10 per cent. 
The comparative ease with which nominal wages were then 
reduced was probably partly due to the feeling that a lower 
level of values in general was natural after the war and would 
prove permanent. 

In one respect the reduction of values was much greater 
ten years ago than it has so far been during the presentde pres- 
sion. The decline in bond yields was rapid, and in many coun- 
tries about twice as great as that which has occurred since the 
autumn of 1929. The large drop after 1920 naturally tended 
to stimulate real investment in residential buildings, new plant, 
etc. It is worth noting that the recovery in the investment 
trades (constructional trades,- industries manufacturing pro- 
ducers’ equipment and durable consumers’ goods) appears to 
have begun very early during the depression and the need 
for real investment to have been great. In some countries indeed 
investment activity was interrupted for only a brief period. In 
the United States, for instance, the potential need for buildings 
was considerable and the number of building permits was increas- 
ing rapidly in the second half of 1921, many months before the 
long-term rate of interest reached its lowest point. In other 
countries also, the need for new real investment, partly arising 
out of the postwar economic reconstruction, seems to have 
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ton ,trv large , liat rent legislation and other circumstanKS 
tended Jdiscourage conslrucboo ot o[ the 

U the present depression be compared -The 

jirn-nar pjiod. certain d.ltto-nces arc at o..cono l ,Kahfc the 
price qrtem. as alriady mentioned in the “ a gf t ' e , c „ 
been much less flexible m recent years It is true 
prices subject to monopolistic regulation \ iax . cc ® I . 1 ’®^ ts t0 ^rds 
derably during the present depression, but the pn>- 

CfliUrol have much delated Hus movement Sguulariy . it * 
bablc that wages base fallen less between 1929 and the sum 
of 1931 than during some of the major pre-war dc l ire *? ® oa 
In periods of depression before the war the actions on 
prices were generallv stronger than those on the iv/unjf 0 P 
Suction or trade Ihe monopolistic tendencies l , ^' a,ill J« l 
the war have naturally to some extort reversed Urn situauou. 
as has been shown above with regard to iron and steel. 

In many other aspects, of course, the post-war ««nj> 
structure differs from that of the end of the 19th or Hie begnamff 
of the 20th century Tlic extension of the social insunmc 
system in the last two decades lias affected the reactions of 
labour market in most manufacturing countries. , hot ja 

Another difference is that m agriculture capitalistic metno 
of production base been introduced to an increasing extent m 
most countries Agriculture uses more mechanical appuaucra 
and is more dependent on conditions on the capital uiar ,* 
It is therefore likely to be more affected by Hie business cy 
than before Hie war 


in before Hie war ... .a- 

For Germany, the complete change on the capital marker » 
of extraordinary miportancc While Germany was, DClotv 
war, a capital-exporting country, able to reduce her net lore ■* 
lending during years of crisis and depression, her cconon 
organisation is now dependent on foreign capital and has to ia 
a reduction of capital imports or ev en a net efflux of capital in 
periods of ensis .. 

In some respects there is a striking similarity between in 
present depression and that of Hie eighteen-seventies , in uoin 
cases severe reaction followed a penod of tremendous a ”Vj * 
especially in investment trades They were both preceded oy 
a period of marked technical progress and capital investment 


i investment trades Iney were no in prcccucu 
a period or marked technical progress and capital investment 
and by wars and monetary disturbances ; agricultural prices 
fell mom rapidly than prices in general , the agricultural crisis 
in the seventies bears some resemblance to the present crisis 
at least as far as European agriculture is consemed European 
agriculture m both cases was feebng the fust adverse effects of a 
Change m Hie world agricultural conditions In the eighteen-- 
revenues, as at present, there were fears of a gold shortage ana 
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at the same time a series of monetary reforms -which increased 
the demand for this metal. A sudden breakdown of important 
stock exchanges appears to have contributed to spreading the 
depression. The overseas countries like the Argentine, Australia 
and South Africa, however, seem to have remained relatively 
prosperous during the earlier crisis. 

In the ’eighties productive activity suffered no violent set- 
backs. Although the tendency towards falling prices had an 
adverse psychological effect, statistics show that economic 
progress during that period was very large, probably not much 
less than during other decades of the last half-century before 
the war. The fact that European agriculture was during the 
whole decade in a very depressed state did not prevent an expan- 
sion and prosperity in other industries. It is probable, however, 
that the volume of real investment in the ’seventies and ’eighties 
did not increase as fast as it did from the middle of the last 
decade of the 19th century. 

The boom of the’eighties broke in 1890 under conditions of 
serious financial strain. Although some improvement took place 
in 1893, the peaks in the business curves of that year were very 
low. In the United States and the United Kingdom, they did 
not reach the line representing the long-term business trend. On 
the whole, therefore, the years 1891-1895 were one long period 
of depression. 

With the latter half of the decade a period of great prosperity 
began. There was a rapid growth of electrification. The output 
of non-ferrous metals increased rapidly; the network of telegraph 
and telephone communications was more and more extended 
with momentous consequences for business and conditions of 
life. Further, in many chemical industries a rapid expansion 
began which has since continued almost without interruption. 

The depressions which followed — those of 1900 and 1907 — 
were relatively brief. As already indicated, reductions in the 
volume of production were very small, although certain price 
series fluctuated a great deal. The variations in financial condi- 
tions were considerable. For instance, both short-term interest 
rates and stock-exchange quotations were subject to large 
fluctuations. The depression of 1900-1902 was less international 
in character than the others referred to in this chapter. For 
instance, it was felt very little in. the United States, where a boom, 
after a brief interruption, continued up to 1903. 

With these brief remarks and certain observations made in 
earlier chapters as a background, certain special aspects of the 
various depressions of the last half-century may be examined 
which serve to throw some light oh the economic events of the 
last two years. 
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Even th*. most pronounced depressions '{Scr 

violent booms hue bi en followed „bj - some re ™ has been 
than two y ars atUr tht turn but in .such cues rcco ^ of dc . 
relatively wtil and often followed by ^ business 

pression In other words the peak of the si cen 

cycle after in txiggmled boom Ins in several ^ j 

submerge 1 Tins * is the rise for u*uu* ^ 

1876 ■which was unable to relieve to f a f\> S^rlod 1S73-1879 
the depressed lustness conditions of ** 1C P f|r igpo listed 
Similar! as already indicated the depression after 18J0 
for about five years The course of evenU 
after the post war di pression of ''' ' estment It 

by 1 period f f re organisation ind large ca P'J^ I 1 ."'* ^, on m 
is not improbable that the possibilities of rapi P . j 
investment tridis in the list decade cxpl mis the relativ y P 
recov ery of business . largely 

The course of the vanous depressions lias been I iTCj' 
mfluei ced by the character of tlu boom penods vvluc pace 
them When a fairly long period of very large “\ % cslment l rew^^ 
the crisis is for instance in 1873 — m other ™or . 

investment Ins reached a cert un temporary saturat ^P 
and in the absence of a considerable decline 111 
interest rales there is no demand for large mvv in ivestnre 
which might bring about i revival of business — the ^cpressi^ 
is likely to prove especially intense and protracted ^ 
other hand if the turn of the business cycle comes _ before ■ s» J 
a saturation point is reached the unsatisfied need of m ». 

will stimulate a recovery m the industries producing 
goods relatively quickly and thus tend to cut short the P 
sion On tlie whole conditions winch make for stamliiy 
investment tend to smooth out the business cycle vvm. 
exaggerated investments during certain periods or other circuit 
tances which make it difficult to maintaui the volume o 
investment have the opposite cffict This is one reason y 
fluctuations in business conditions after great wars appear ro 
relatively great n t 

The more uniform and worldwide character of the pres 
depression as compared with earlier depressions seems to he 
partly to the fact that the world has become more of an economic 
unit — a fact which lias already been stressed several turn- 
A comparison with earlier cycles also serves to emphasise u 
influence of political difficulties and political instability c *' iru » 
the last few years This factor has been of particular importance- 
in connection with the weakness of the tendencies making » 
recovery in the summer of 1931 This question will be discusse 
in the next chapter 
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It would be superfluous to summarise here all the various 
circumstances which have contributed to the exceptional severity 
and long duration of the present depression. The importance of 
two of them stands out very clearly. Agriculture became involved 
in a crisis at about the same time as industries producing raw 
materials and manufactured goods and, owing to the general 
financial instability, the repercussions of the unfavourable condi- 
tions in countries producing primary products have been very 
great. Secondly, the present depression, like that of 1873, was 
preceded by a long period of extraordinary activity in real 
investment, and in many directions a temporary saturation point 
had been reached by the time the business cycle turned. For 
this reason, the demand for new investment is now relatively 
small ; recovery in this field has been made all the more difficult 
owing to the influence of incomplete flexibility of certain price 
and cost elements, for example the long term rate of interest. 

The first of these factors appears to have been largely respon- 
sible for the rapid spread and intensification of the depression : 
the second for the weakness of the forces making for recovery 
and thus for the long duration of the depression. 

Forces making / or Recovery during Earlier Depressions. 

A study of the circumstances which appear to have brought 
about recovery after earlier severe depressions may suggest 
where signs of improvement in the present situation should be 
looked for and even perhaps what measures might contribute 
to such an improvement. 

The factors which would appear to have been in some way 
connected with the recovery after such depressions are as 
follows : 

A. Factors making for increased production without necessa- 
rily increasing purchasing power in use. 

1. Stocks of commodities may be reduced owing to a greater 
decline in production than in consumption during the period 
of depression. When stocks cannot be further cut down, purchases 
by retailers and others must keep pace with their sales and 
thus increase somewhat. Production is thereby stimulated and 
the increase in purchases may help to create a revival of 
optimism, which, in its turn, stimulates production. 

£2. A reduction of commodity prices accompanied by, or , 
even occasioned by, a reduction in production costs may make 
it possible to buy -a larger quantity of commodities with a given 
sum of money. Lower prices of certain raw materials and lower 
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jvao.s have imJl il possible to Imaiice larger inscstmcnt ititll 
a given sum of savings just as lower retail prices have cnal) _ 
consumers to buy more conumirs’ goods. In other : 
price reductions have sonut lines led to larger sales and aoewi 
produchon of commodities It is impossible, however, to 
with certainly wlu Ihir this lias tahui place or not on an y.I~”‘* 
cular occasion As explained ui Chapter VI E, cost and p 
redact 10 ah will have an effect of this sort only when they J™ 
to reduce the tola! purchasing power in use, and their innucnu. 
on the latter depends on the circumstances of the ease 


B Factors leading to an increase in the total volume of 

purchasing power in use 

1 Such an increase can be brought about through a change 
relation between tile demand for credit and the supply of neve 
savings Circumstances which tend Vo increase the demand I 
capital for real investment accordingly tend to increase purchasi g 
pow«r or to check its decline !n other words, increased inves - 
ment is one means by which purcbasuig power may be increascu 
As expl uned in Chapter VI L, one way of increasing investment 
is to reduce costs in the investment trades , real investment » 
Ukelv to expand far more than ui proportion to any reduction 
effected An expansion in investment activity after l period oi 
depression has also sometimes been called forth by new inventions 
and other forms of tecluucal progress, rendering profitable tne 
adoption of new machines and new methods of production 
requiring capital investment Moreover, owing to the small 
amount of new investment during the first part of a depression, 
a need for certain forms of investment — for instance, in nuilding 
— develops This has occurred during most of the major previous 
depressions The more insistent that need, the greater lias, as 
a rule, been the stimulus to invest capital In other words, the 
existence elunng the depression of a reserve of investment 
requirements has been a factor making for early and rapid 
recovery It matters little from this point of view whether the 
investment is in producers investment goods or in other invest- 
ment goods — — it, durable consumers’ goods, such as motor- 
cars, furniture, etc. Naturally, consumers often postpone 
purchases of the latter class of commodities during the first 
part of the depression, but the fact that this demand has been 
merely postponed may lead to au increase in purchases after 
a time, 

2. Total purchasing power in use raav also be increased by 
a reduction in the percentage or the national income which is 
saved Such a reduebon leads to an. increase m the demand 



for consumers’ goods in comparison with a supply of such gobds, 
unless production has changed accordingly. Hence the prices 
of such commodities tend to rise. Demand for credit and thus 
demand for investment goods is not reduced hut rather increased 
under such conditions. In general, recovery in one group tends 
to stimulate recovery in others. Not only does an increased output 
of consumers’ goods lead to a growth in investment, but this 
growth in investment tends to increase employment and 
purchasing power and thus the production of consumption goods. 
This is, in fact, the reverse of the process which takes place 
when a depression has begun. 

3. Purchasing power may also be increased through a 
growth in the demand for credit to buy consumers’ goods. 1 This 
might occur, for instance, if manufacturing industries were 
forced to pay higher wages and obtain the means of doing so 
through increased bank credit. There is no evidence to show 
that this has ever taken place on a considerable scale. On 
the other hand. Governments unable to balance their budgets 
have often borrowed instead of increasing taxation. In such 
cases the borrowed money has been used to maintain demand 
for consumption goods. 

As already mentioned, the information available regarding 
earlier depressions is so scanty that it is impossible to ascertain 
what role any one of the factors mentioned above has played 
in bringing about recovery in each individual case. The general 
impression obtained from a study of earlier cycles is, however, 
that in most cases a stimulus towards recovery has come from 
increased investment. Such an increase as already stated has 
been mainly due to : (l) A reduction in certain price and cost 
items, both in long-term interest rates and in wages and raw 
materials in investment trades ; (2) Technical progress which 
has called for the production and installation of new equipment 
and the development of new countries ; (3) A need for new 
investment due to the restriction of investment activity during 
the depression. In this respect building activity seems to have 
been especially important. Since the eighteen-nineties, in 
, countries for which information is available, building activity 
has regularly fallen off before the turn of the cycle. During the 
real boom years, credit conditions have been stringent, interest 
rates high and capital for the financing of construction has been 
difficult to secure. Hence some time after the outbreak of a 
depression, under the combined influence of reduced interest 
rates and costs and an accumulated need of new building, 


1 This, of course, comes to very much the same as 2 above for it involves a 
reduction in net national savings. 
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constructional iclivitj lias been resumed Tto 
activity appears to have occurred only a year or tv. 


crises of 1900 and 1907 , « e arly 

United Stales such a revival took place if S .J 


In the Unite a Males such a miw. 
as 1921 not much more than a \car after the oulb " a J lmeJ1 ts 
severe post war depression In the following years, in\ 
ui motor-cars roads and electrification were also large 

highly probable, as already mentioned above, um u 
ice of anecd for such large and such varied mvestmen^ 


seems 
existence 
was an 


was an important factor in bringing about a speedy recovery 
In other countries as well as hi the United Stales investments 


n omer counmes as nui as 

ti these years were very considerable in manufacturing in 
partly owing to the fact that nivv machinery and 


paruy owing iu uic iaot umi mi « j 1 * . nT1 

much greater clliciency tlian those of pre-war days were p 
the market Old machinery was accordingly replaced on a 1 b 
scale The liquidation of less efficient firms on this as on many 
other occasions left room for an expansion of the capaci y 
thos that survived . 

Railway building and investment in railway equipment 
been one factor other tlian housing that has played a large ; ro 
ui the development of the business cycle This factor was 
course of more especial importance in the last century iJnnnt 
the last decades before the war a large part of such invest men 
occurred in other countries than those which supplied the capital 
The capital-exporting countries found it more profitable to open 
up new countries — for instance, through investments m commu- 
nications of diilcrent sorts — tlian to invest at home The oroem 
thus obtained for their export industries naturally bad very 
much the same influence as if mv estment had taken place "Him 
their own territory , although temporary transfer difficulties may 
have occurred 

The rapid increase in population bad much to do with tins 
growing need of investment Housing and communications 
were of course most directly affected by this factor 

To what extent increased sales owing to price and cost 
reductions have contributed towards recovery dunng the earlier 
depressions it is difficult to judge It seems not improbable, 
however, that this factor has contributed to revival on certain 
occasions — in particular in the eighteen-eighties, when in some 
countries no marked increase in real investment seems to have 
taken place during the first years of recovery 

The effects of a reduction in cost owing to increased efficiency 
may be quite different It tends to increase the volume of 
production but if it docs not involve more mv estment it is 
doubtful if it stimulates conditions in other industries and thus 
contributes to a general recovery 
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Lack of data also makes it impossible to say whether the 
exhaustion of stocks has been an important factor in stimulating 
a revival of business prosperity. 

•Many economists attach great importance to the existence 
of what may be called a cyclical movement in human psychology. 
After a period of pessimism, business men tend to regard 
recovery as natural, and in preparation for this recovery begin 
to buy more freely. 

The fluctuations in real investment may be illustrated by the 
chart 40, which shows the change in the volume of invesment 
in Germany. Although available data relating to investments 

Chart 40. 

Investment and Consumption 1 in Germany 1863 - 1913 . 



1 Chart prepared, by the Inslitut fur Konjunkturforschung. 

The index of investment comprises consumption of copper, lead, zinc, pig-iron, 
asphalt, new railroads built, joint-stook companies formed and new bond issues. 

Index of consumption comprises consumption of meat, herrings, coffee, tea, 
tobacco, colonial fruits, textiles and imported furs. 


arc incomplete and the actual Huctuation, thcrcforc pru^ 
exaggerated on the chart, this chart serves }° ,S' niter 1873 
indication of the tendency , ^ronm jj vcstmc nl activity 
must hue been connected with the drop u» ‘" C1 Vices a ml 

A heavy die line in interest rates and ft reduction m v b • 
rv\\-m rteriul pnecs filled to call forth ?ny substantial . »ncr 
m pmie moment in Germany In the 
v olumt of investment, as already rennrked. had been 
S eondly the agricultural depression eounUracted thc t en ^ 
towards expansion elsewhere A very arge part 1 hontics 
investments m this decade were e fleeted pubb Von m 1931 
In view or the foregoing considerations the situat don v a 
appears m some respects rather serious It '^nccrtain hern ^ 
commodity slocks have been reduced to such a degre ^ 
stimulus from a tendency tow arils replenishing them c. • 
expected until recovery is well under way lor other reason^ 
Again conditions do not seem to favour a considerable 
m investment The very large '^vestment whKih 1 Wok placcn 
most countries in the years preceding 1929 lias crta J^ Sections 
cap icily almost everywhere, and it is not clear in 'vim ^ 

new investment should be made in the near future Building ^ “ 
active not only until the outbreak of the crisis, but in some »» 
one or two years longer While this helped to mitag 
depression during 1930. it has reduced the chances of an ca y 
increase in construction and thus or a stimulus to recovery 
that quarter In the second place the cost reductions m 
investment trades have been very small relative to price rcoucu 
elsewhere and the long-term rate of interest has decline J 
Utile In the third place capital is not flowing freely to couiun 
where there might be a need of new investment It is imp ' ! 

above all, by lack of confidence, which makes capitalists d ^ n * 
high risk premia Finally, there is a widespread feeling oi u 
cunty m business circles regarding the luture course of tnc P 
level Many find ground for anxiety in the gold situation an 
many are convinced that, if prices continue to fall or even tail 
nse heavy wage reductions will be necessary , strikes and wcv* 
outs wall occur , the burdtu of debts wall be increased anu many 
other difficulties will arise „ 

In forming an opinion as to the chances of a real recovery 
in the near future, it should be borne m mind that the lore® 
making for recovery may be strengthened and the conditions 
radically altered by organised efforts of a national or interna- 
tional character 
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THE SITUATION 


IN THE 


SUMMER OF 1931. 


draST^es of . has 

one ano Aer .very iap Hy. During that month, _not g but 

to decline since Ap depression had improve- 

appear that the ^ l J\ VQre l 0 f the opm l whi & had 
many competent obse norma l seasonal mo other 

men^ver and above ^i s n ates q[ America Rations 

taken place in .the iUi unfortunately, the fmanC ial 

countries would con The existence of led to a 

have not been fulfilled- . & long depression, {ailure s 

strains, the natural , s j n certain coun ^ ’ re iy financial 

number of failures of perc ussions. home P - le during the 
have had worldwide » played a ^depression, 

circumstances seem earlier periods ‘ important Austrian 

last four months tli 1 ymen ts by au P ia i condition of 

The suspension of pa> in the fmancia ^ rise t o 

bank in May shook _ co German y also bega » enormOUS 

Austria, and the position large pait of tn ^ ten 

apprehension. In , 5* nn ‘ short-term, withdrawn in the 

foreign investments ^ 1930, had bee pos ition of the 

milliard marks m Dec foreign exchaiio P confidence 

course of the s P rll V ha d been much v '’ ea , further in May 
Reichsbank as a result ha v declined sti . been 

“fmaacial stability 0 oonUuued rth* 

and June, withdrawals ;°f fore ^ seven month e wit fidrawn. 
estimated that, during sbort-term fun m any ol tbe 

million marks of jjeat difficulties for * 

These withdrawals cieated 0 June that all 

commercial banks. president Hoo debts should be 

The proposal made iUaSttons and ova. debt 
payments on account P 
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.u,|i.ui..l for «u i.w b»»|,lU 1 ."“F Tb I ,,d ?2£F3 rtS 

Till nmnrJnt. n. ra Uu pnc-s both of boiidi »n^0^ 

mi, , n flirt) o "t tf> '«■' >' >« c<m0ili.ia (»• 

pncis s will b sun bcliw him- tonsiUnbly m the U>uow»b 

"“ih, null <1 conliduiu vui * ,wl Si^rtditt 

spilt rf Hu fait that the iUtclisbank ol tamed .fjf?. cJSfc. 
tC 0 mil l > n m irks) through thi Bank for InknwUotw ^ 
in nts ertarn Central Biliks anil a V» ^ork Imanciu f, V 

tlu funnel 1 position was \ir\ uncertain. , . im . n ts 

Oiu ol th most import uitGirm in bunl^ suspended | » v 
in tin beginning ol Jul\ and 111 . unul) of 
increased To protect the yd 1 stoc* ami foreign 
n erses of the lUirhshauk which m spilt ol the new 
Ind iltc lined aloiit 1000 imllnn marks since the bisimmio 
ol tlu scar siNcrt restrictions win plated on the purr 
ol ton n,n exchange and m tin withdraw il of depo 
C.crman euntmcruil banks n.l sasings bulks .» .» 

Dunne the lirst half of \ugust conditions on the npii 
market became slightly more normil The discount * 
wlmh had been raised to 15 per tint was lum ,ov ' c ,,.... 1 , 

10 per emt Tlie stock exchanges m Germans, howt'ir* 
had been closed early in Jul\ did not nxipui ^ c fi ot * a . . v 
wire opened betwiLn Girman and foreign bankers with a 
to presenting furthir withdrawals of foreign funds and lo rtpj » 
loans which were to fall dui in the near futun riiese iiegouali 
lead to an agreement which is to run for a period of sex u,on ¥ h 
Ncurlhtless the tmanci.il situation of Germany towards « 
end of \ugust w is still higliK insecure 

Serious financial diiriculties were also experienced m 50 
oilier countries In general Uic position of the Europe 
debtor States was less stable than earlier in the dcurcssioi 
This is reflected for instance, in the quotations of the bonds 
these countries on the stock exchanges of the leading capital- 
exporting countries . 

The financial position of mans debtor countries in nine 
continents had already become erase long before the summer 
of 1931 k number of them had been obliged to depart from 
the gold standard and the currencies of some of these continued 
to depreciate 1 In certain cases the sirviee of the foreign debt 
obligations was discontinued . 

All these financial disturbances inevitably affected the 
London money market. During the spring and early summer* 
short term funds mo\ed towards London and the open market 


* Sm Table Ml below 
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1 __ from 2.59 per cent m 

rate there fell to alow eve outbrea } c of ^ largely to Pal ’\ s ’ 
per cent in June. 0 ^- tldraW n from Bond ’ ' rt a considerable 
however, funds were wthd obliged to exp t 
aud the Bank of Englano rke t rate rose to of July 

amount of gold. Th P Duldn g the las EncdaIl d was reduc 
Tulv (monthly average). Bank m kn» ^ credit ot 

alone, the gold or about 20 P the Federa 

by no less than £32 mill ^ BaU k of _ de France, but 

£50 million was gr anted and the Banqu \ ovr as the outflo 

issfest sst=a >"“3« 

That the recovery wi the sum mer n y 

stat 7 7^ 

<• - Cen !!L!!^V^ 


Germany 

Austria 

Hungary •*•*** 

United Kingdom • • • 

France 


per cent 
10 
10 
9 

4 % 
9 


United • . . . • 

KlsdW (Newark, ■ • ; ; 
Switzerland . • • • 


The open-market rates 

Th<> magnitude 01 tli fe ve ns e is - 


^SetUermnds. 

mined gold, we France, w ,„ w . 

, v— iUM» »«'“» " S 

r Source ; ieaffue of Nations, 



In June and JuK pract.c dlj Ihc nhnlc amount n cnltt Franca 
Natural^ sen c countries reduced tlicir fore iPJ, c rr ec t 0 n 

instead of their gold stock, but with much the sam 
their financial position 


Table II — Changes in the Gold Resen es oj Certain Central Banks 
(000 000 s) 


1 

1 Centum 1 

<n«) | 

l-n ltd | 
1 \ ngdom 1 

m 1 

(Ireneh 1 
franc,) 1 

Ln ted 
States 
(S) 

Switzer I 
land l 
(SmUi 
francs) 1 

Nelhct 
lands 
(Florin ) 

Aj ril 

M is 

Jm 1 
Juh 

1 1 

^ 0 0 

, - 3 3] 

I + 4 91 
- U 9 
! - 30 7l 

— son! 

4- 18 

+ 788 
+ 198l| 

+ 4o| 

+ 891 
- 133 
+ 61 

0 ] 
0 ' 
+ 92 
+ 28 

+ i 


The financial dilficultiis are also n. fleeted in the figu 
notes in circul it ion. In many countries where stringent mone i 
conditions prevailed, the note issue increased suDsumi j 
from June to July Average note circulation in July . 

that of the prcMOiis month bv l per cent in Germany, 0 pc" c 
m Austna and 30 per cent in Hungary 

Tlu, deputation of certain currencies is illustrated *>y 
followuig table In some of the South American countries an 
in Australia no further diprecntion has taken place m rcci 
months, nevertheless the downward mo\cment of prices n 
further weakened their financial position % 


Table III — Depreciation of Certain Currencies 1 


(Percentage discount) 



On 

New "lurk 


On London _ 


Argentine | 

Brazil j 

Lruguay j 

V enezuela 

Australia | 

NeW 

Zeatand 

1931 

1 






Jan 

1 ~ 28 | 

— 24 

— 34 

— 4 



April 


- a9 1 

— 35 

- 12 

— 23 


June 

— 27 

— 37 


■ HI 

— 23 


Aug 1-1 

| —31 

— 47 

Ba 

Hi 

-23 



* Swun League ot Nations Uotlhla Bulletin 0 / Slot 1 1 a 

* July 





The yield of domestic high-grade bonds rose slighthy in the 
lending countries, but much less than that of bonds of borrowing 
countries, as shown in the following tables. In other words, the 
risk premium on foreign bonds increased considerably, a fact 
which reflects very clearly the weakening in confidence. 


Table IV. — Index Number of Bond Prices . 1 
' (1928 = 100). 



New York 

Loudon 

Paris 

6 V 

! 98.2 

95.8 

110.9 

3 VI 

96.7 

9-1.2 

! 110.6 

1 VII. 

98.1 

96.5 

108.1 

5 VIII 

97.1 

! 92.9 

110.5 

12 viii . . . : 

96.9 

92.3 

110.4 


Table V. — Price of Foreign Government Bonds in London. 2 

(In Shillings ) 



Argen- 

tine 

4 % 
Recess 

Austria 

70 / 

Inter- 

nal. 

Brazil 

6 Vz % 
1927 

Chili 

6 % 

1929 

China 

5% 

1912 

Hun- 

gary 

7 Yz% 

India 

•1L% 

Aus- 

tralia 

or 

*j ,0 

20 V . 

8234 

941/, 

531/, 

74 y> 

43 


791/, 

70 

3 VI . 

78 y. 

101 1/ 2 

44 

68 1 /, 



74y 2 

68 

10 VI . 

82 

102 

551/o 

72/, 

41 

98 

75 

69 

17 VI . 

82 

102 

56y, 

66 y. 

41 

93 y> 

74 

69 

24 VI . 

85 y> 

88 % 

60 

65y> 

44 

96 y 

75 

69 

22 VII. 

81 

103y 

64 

56 

46 

88 

76 

78 1/2 

18 VIII 

75y, 

80 

591/ 

35 

43 

78 

74 

74y, 


The changes in the quotation of the German Young Loan, 
as shown in Chart 41, are significant. A comparison with table V 
shows that the quotations of other European and South- 
American foreign bonds followed a broadly similar course, 
although the fluctuations were less considerable. 


1 Source : Index Number Institute, Incorporated. 

* Source : Economist. 




















— 301 — 


Cl art 41 


Y LD OF T1IE YoUNC I OAN I*« LONDON 



Source Tl t Economist 


The sprint revival on the Stock Exchange came to hi ^ 
in March ami was succeeded by a downward movement m m 
countries as nny be seen from the Chart 12 Tim dcci 
was mtensilted in May and eery low levels were reached at in 
beginning of June On the announcement of the Hoov er proposa 
the markets rallied sharply but after a week or two the dowaiwat 
movement was resumed In the lir*t half of \ugust condilioi 
on the slock exchat ges were relatively quiet and the level o 
quotations in most countries was a httl above the lowest point 
reached in June 

The available figures for business failures m the lcadin 0 
countries show no increase compared with last year "is 
would appear to indicate that the banking system has been 
able to maintain sufficient flexibility to avoid financial break 
down of business firms on a large scale On the other hand, 
the number and importance of bank failures seems to have 



Stock Market Prices in 1931 
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Source : Index Numbers Institute Inc, 
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increased not onlv m some l uropcan borroiuiiS “ u "} n Sj’ U ^ 
also in the l mted States Tiro financial position'd fathers 
Ins bem further sseahuied but the number of rorccil sales 
of farms lias a t so f ir riadnil serious 1 ™P 0 ' ll °"f un dcr 
International capital iiiov.iw.nts lnu been f , l ^ > ” m , 

the influence of the cvints which were described at the begia » 
of this eh inter While the movements of liquid funds 
been verv largt the lick of confidence has P^' cu . 
ion id» rabh issues of It ng term loans for foreign account . 
th l mted Kingdom the 101011111 of new issues for foreign 
11 the second quarter was only one half 1* ,, r c n 

ponding period of list \cir while m the Ended SUi 
to nearly one-fifteenth It is noticeable however, tha 
course of the first half of the year braucc lent large sums , _ 
certain South Cistern European countries In all lnn *? , 
or this sort Uie risk premium has been very consiacra 
There are signs thit towards Hit end of the summer conn 
in the fiiuntnl stabihtv of Luropc had been so shaken ui 
buanu uicreasingly diincult even for first class financial no 
uid business firms to obtain renewal of short term credits gw 
by bankers in the financially strongest countries lm» 
one of the most serious aspects of the financial crisis m Augu 
The figures for new capital issues wluch are given m 
table below indicate that the volume of investment dun o 
the second quarter of 1031 his been on a lower level than dum « 
the first quarter of the year except, possiblv, in Germany * 
the United Kingdom ind the United States the total for tl 
second quarter of 1031 is only about one third of the ligure 
for the corresponding period of last year 


Table VI — Copifaf Issues 1 
(000 000 s omitted ) 



V ranee ^ 

Tum? 

Li tied Klngdo n| 

w 

Lmled 

(S) 


lout 

Tolat 

Total ( 

1 ore gn [ 

Total 

tordgu 

1930 

1st quarter 

2nd quarter 

6 927 
4 746 

220 5 
93 9 

69 6 
72 3 

i 

33 3 
35 7 

2115 

2718 

297 

171 

1931 

1st quarter 

2nd quarter 

6 021 
4 239 

136 8 
330 9 

4a 3 
2 d 5 

21 0 
18 9 

1 233 
960 

117 

33 


Source League of Nal a ns Wontl ly Bullet n o/ Slut si cs 
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Production . 

It is clear from the above account that financial conditions 
have been much aggravated since the spring. The downward 
movement in production, on the other hand, has been less pro- 
nounced. It is true that the spring revival in industry has 
not continued ; but the recession in the course of the summer 
has been relatively small. On the whole, the second quarter 
of the year has been a period of stagnation in production rather 
than of intensified decline. (See the production charts in Chapters 
IV and VI— D.) 

The figures for unemployment point to much the same 
conclusion. 


Table VII. — Unemployment . 1 



( 

Germany 5 j 

l 

France : j 

Italy** j 

; 

United ! 

Kingdom 3 3 1 

United 
States * 

1930 

1931 | 

1930 j 

1931 ] 

1930 






April 

2,780 

. 

4,358 

11 

69 

372 

670 

1 

' 1,309 

2,027 85.5 

! 

74.5 

May 

2,63-1 j 

4,053 

12 

57 

367 

035 

1,339. 

2,019 84.5! 

74.1 

June 

2,670 

3,954 

10 

51 

322 

574 

1,341 

2,037 S3. 6 

72.2 

July 

2,763 

3,990 

9 

51 

342 

63^ 

1,405 

2,074 81.6; 

t i 



The situation has, however, been very different in various 
industries. On the whole, those producing consumers’ goods other 
than motor-cars have been able to maintain the level of output 
reached in the spring. In some countries the production of 
these industries is even higher than last year, while in the rest 
only a slight reduction has taken place. For instance, in the 
United States the output of shoes, silk, rayon, cotton goods 
and tiles has increased considerably and is much above the level 
of the same period in 1930. In some cases — for- instance, in 
the boot and shoe industry — the increased demand would 
seem to be due to the fact that delayed purchases can no longer 
be put off. In Germany, the index of the output of textile 
goods (1928 = 100) rose from 80 in the first quarter to S7 as 
an average for April and May. Poland i-eports an increase in 
the production of textiles of nearly 10 per cent. In France, 
on the other hand, there was a decline of 7 per cent. 


* Source : League of Nations, Monthly Bulletin of Statistics. 
- Number unemployed in thousands. 

1 Wholly unemployed. 

4 Index of employment. 
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Imtatr.cs producing the more 
M^t has^contmuccTto d^cl'me 

cent loner m July than m June In the iron and s > ec ' h “ , j Jn s Jg d 
a continued decline is cserysihcrc reported and “ Jj? L„ ce nt 
States the industry is unahle to utilise more than P d 
ot its capacity The production o! non ferrous mcU » 
machines is similarly aliened In mdustrna produar g as 
ment goods the rate ol decline seems to be about me sum 

in thL corresponding perm I last year ihoiolume ol 

It has already hecn mentioned in Chapter V that the * 
construction continues to decline The figures t°. r ,™L t nue for 
permits lease no doubt that this mosemcat »dl continue i 
some tine It is Birthing hones er, that in both icaunwa 
building actisaty has declined only lo a scry sma 1 
all This seems to he partly due to the tact that cap 
find houses a relati\clv safe in\ estment 


Tafcle VIII — Building \chvity 



Germany 

Great Bnlain* 

l, ruled 

States 

awarded 

i OtH) s 
led) - 

Bu IdingpernUs 
Numl*r of 
apartments 
(000 s omitted) 

Build ng perm S 
£(000 000* 

| omitted) 

Contracts 

.(000 

gggjB B ‘B5J 

1930 1st quarter 
2nd quarter 

1931 1st quarter 
2nd quarter 

| 

1 

is 


m 

| 

243 

210* 

233 

18o s 


The volume of shipbuilding is also declining as shown »n 
Chapter \ Tlie situation is however ver, different m diflereiu 


8. larger ol o 

* 9i> larger cities 
» 141 town* 

• 37 State* 

‘ April and May only 
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countries. In the United States and Italy, a definite increase 
was registered in the second quarter of 1931. 


Table IX. — • Vessels commenced 
(Gross tons, 000’s omi'.ted.) 



World 

Great 

Britain 

amt 

Ireland 

United 

Stales 

Germany 

Italy 

1930 : 2nd quarter 

5S0 

230 

5S 

64 

13 

1931 : 1st quarter 

241 

33 

46 

3 

13 

1931 : 2nd quarter 

234 

23 

89 

26 

*! 

29 


It would appear that the depression in agriculture continues 
unabated. ' Prices of cereals have dropped considerably since 
the spring, and were in the case of wheat in the first half of 
August 40 per cent below those ruling in August last year, 
although supply conditions seem to be very much the same 
as in 1930. In most European countries, it is estimated that 
the crop will be a little smaller than last year. In Canada, 
the crop is not expected to exceed 60 per cent of that obtained 
last year, chiefly as a result of the severe drought. In the 
United States, and as far as is known in Russia, the crop is 
expected to be roughly equal to that of last year, and in Russia 
big enough to allow for a considerable export surplus. The 
world supply will probably be somewhat smaller than in 1930. 

The conditions of supply of other foodstuffs are also not 
very different from those of last year. A considerable reduction 
in most countries in the acreage under sugar-beet is offset by an 
increase in Russia. 

Prices Wages, Profits. 

The movement in the prices of certain important commodities 
is shown in Chart 43. 

After relative stability during the spring months, prices of 
all important groups of commodities have on the whole tended 
downwards, with a marked interruption in June. 

As in the case of cereals, other foodstuffs have continued to 
fall in price. During the summer the decline in the prices of animal 


* Source : Lloyds’ Register of Shipping. 
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(Jiarl 43 

Wholes* it lucis or cfixus Commoditifs' 



foodstulTs was especially marked but a considerable recovery 
took place in \ugust 

Tlie nse m June was very considerable m the case of nWSt 
conuno litics but especially coffee cotton copper and lead l*or 
wheat and some other products the decline was only arrested » 
m July and August a general ducluu. was resumed The recent 
drop has been particularly pronounced m cotton rubber copper 
lead and petroleum Prices of foodstuffs have been relatively 
well maintained 


Price* Id Shillings II not othervviie ndcatcd. 

So ire* Cconam it HoeAe ter ehle da tail lull /Or /won/uollor/orjcAunff 
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Strong domestic factors in certain countries have greatly- 
influenced the course of the wholesale price level. Its decline 
has been arrested in certain cases. In some countries the price 
indices have actually risen : in Austria, from 107 in May to 114 in 
July 1931 ; in Chile, from 92 in December 1930 to 99 in May 1931 ; 
in Czechoslovakia, from 109 in May to 112 in June 1931. In 
others — for example, in India — the decline in prices has been in- 
tensified. 

Shipping rates rose in May, but during the summer again 
began to fall. In July the index number of the Economist was 
almost 9 per cent lower than in May. Changes in wage rates have 
not been much more pronounced than in earlier periods of 
the depression. It is believed, however, that the manufacturers 
in many countries now consider substantial wage cuts to be 
necessary. While hope was still generally entertained that 
a recovery would come in the course of 1931, manufacturers 
preferred to leave wage rates unchanged in order to escape the 
conflicts which usually accompany considerable wage reductions ; 
in recent months, however, the feeling has been growing that 
with little prospect of a speedy and rapid recovery the present 
discrepancy between cost and price levels must be reduced if 
production is to continue. 

The rise in output in the United States during the spring 
months of 1931 has had a favourable effect on profits, in which 
there has been something more than a seasonal increase during 
the second quarter. Here again the situation has been much 
more favourable in the case of industries producing consumers’ 
goods. Comparable figures for other countries are not available. 

Trctde. 

The figures for world trade in the second quarter are not yet 
known, but figures which are available for certain important coun- 
tries show that the tendency is still downwards, although the 
rate of the decline seems to be smaller than last year. The reduc- 
tion from the first quarter to the second has been very small in 
Germany and France, the United States and the United Kingdom, 
in which it reached 10-20 per cent last year. In the case of India,' 
however, the decline is of the same magnitude as in 1930. The 
German trade balance has become increasingly active under 
the influence of the severe credit restrictions. In July the excess 
of exports over imports amounted to a quarter of a milliard marks. 

The figures for retail trade which have been given in Chapter 
V-A. reflect the relative stability of consumers’ demand for 
non-durable goods and suggest that delayed purchases of certain 
semi-durable goods are now being effected. The increased volume , 



of sales of ttrlnin to nmoditits and lilt relate tl\ small reduction 
aggugate salt*. is one of the most favourable and hopeful aspects 
of the present situ ition 

Public I manci 

lhe continued depression is of cour c only beginning to 
show its full effects on the stale of public finances during the 
present sear lhe yield of taxes is tvt.rvwlu.rc declining ana 
the difficulties in balancing the budgets arc considerable One 
result has been i tendency to curtail c\pci diturc on public works 
and thus reduce the volume of real investment 

These financial difficulties have made themselves felt not 
only in some of the financially weaker States but i ven in certain 
endt or countries \mong the factors which help to reduce 
confidence in the financial stability of the world this is one ot 
considerable importance 

General Remarks 

During the summer of 1031, as at other tunes in the past 
two years, conditions have differed widely from one country to 
another Uthough the relative position of the different countries 
does not seem to have changed very greatlv in the lost few 
months in certain countries which have suffered most the 
rate of the depression has been diminished to some extent since 
the early spring, and in others which were favourably situated 
in 1930 such as France and the Scandinavian countries, conditions 
have grown rapidly worse 

On the whole, economic conditions seem to have altered 
less during the summer in non-European countries and ux the 
USSR than in the rest of Europe This has probably been 
largely due to the fact that Europe has suffered from a financial 
crisis of extreme gravity 

It 15 remarkable, however, how little influence this acute 
financial crisis had exercised on production and trade up to the 
middle of August Financial disturbances which do not lead to 
a breakdown of credit on a large scale and are of relatively short 
duration do not necessarily exercise any considerable adverse 
influence on production On the other hand, if such disturbances 
continue, the effects on economic life may be very serious — for 
if the tendency of taking capital aw ay from Germany 
should continue, the pressure on the German balance of payments 
will force a reduction of commodity imports and an increase 
in commodity exports at reduced prices, with an unfavourable 
influence on international economic conditions One way m 
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which financial difficulties have tended to depress industry and 
trade is by strengthening the belief held in many quarters that 
commodit} r prices will continue to decline. This widespread belief 
is indeed one of the principal obstacles in the way of economic 
recovery, and the means by which it may be dissipated is ore of 
the main financial problems of the day. It is a part of the larger 
and indeed the dominating problem how the decline in wholesale 
prices can be arrested a rapid solution of which is necessary if 
an intensification of the depression — perhaps a general financial 
breakdown — is to be avoided. 

It is difficult to judge to what extent these financial difficulties 
are due to other circumstances than the cumulative effects of 
a long depression and the violent price dcclinq, No doubt 
the extreme political instability and the general lack of confidence 
which has resulted therefrom have exercised a disturbing influence 
on international financial relations. 

The disastrous consequences of the general lack of confidence 
in the world to-day are becoming more and more evident, and 
no considerable revival in economic life can be expected until 
confidence has been strengthened. 



APPENDIX 


Table I. 

New Capital Issues on Foreign Account in the United 
States and the United Kingdom. 1 
($000,000’s.) 


. Emissions cn 

Issues in 

Europe 

Asie 

et 

Ocea- 

nic 

Asia 

and 

Ocea- 

nia 

Afri- 

que 

Africa 

Ca- 
nada et 
Terre 
Xeuve 
Ca- 
nada 
and 
New- 
found- 
land 

Ame- 

rique 

latme 

Latin 

Ame- 

rica 

Emis- 

sions 

non 

speci- 

fies 

Issues 

not 

speci- 

fied 

Total 

Etats-Unis-U.S.A. : 






■ 


1924 

527 

100 



151 

191 

■ 

969 

1925' 

629 

147 



137 

163 

1 

1,076 

1926 

484 

38 

. 

226 

377 

^^9 

1,125 

1927 

577 

164 

— 

237 

359 

1 

1,337 

1928 

59S 

137 

— 

185 

331 

^^9 

1,251 

1929 

142 

58 

— 

295 

176 


671 

1930 

233 

62 

— 

281 

199 

-130 

905 

Royaume-Uni-Uni- 








ted Kingdom : 








1924 

159 

314 

66 

20 

31 

3 

593 

1925 

53 

216 

72 

10 

68 

5 

421 

1926 

120 

226 

32 

29 

129 

10 

516 

1927 

105 

238 

136 

31 

126 

35 

674 

1928 

16 1 

232 

SO 

98 

96 

28 

60S 

1929 

105 

139 

51 

74 

78 

12 

459 

1930 

53 

195 

129 

17 

1 

101 

31 j 

529 


1 Issues for refunding purposes ure excluded. The American ligures refer to 
nominal value, the British to prices of issue. 

J " International issues”. 


Source : C. S. A. Handbook of American Underwriting Securities. Untted 
Kingdom — London Joint City and, .Midland Bank Ltd. 









M*w Caiital Issues in Tin l*om> s,; 
(Domestic and J*«*n i/,n ) 
Nominal value, refunding cx< lulled 



(b) Issues for Foreign Account. 
$ (000,000’s). 
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Table IV. 

World Consumption of Wheat. 

(Not including quantities for sowing.) 



Consum- 
mation tot ale 1 
Total 
consump. 1 

Population 

Consomm. 
par iStc 
Con ump. per 
head oi pop. 

Moy. 

A\er. 

1909- 

1913 

Moy. 

.Aver. 

1925- 

1929 

Moy. 

Aver. 

1909- 

1913 

Moy. 

Aver. 

1925- 

1929 

Moy. 

Aver. 

1909- 

1913 

Moy. 

A\er. 

1925- 

1929 

En miUicrs 
de quint aux 
Qu ntals 
(000,000’s) 

, 

En millions 

000,000’s 

En 

kilogrammes 
: Kilograms 

Monde entier 2 — World 







total 2 

764,1 

828,4 

1.159 

1.321 

66 

' 63 

Europe 

448,8 

473 5 

345 

365 

130 

130 

Canada 

22,8 

20,5 

7,2 

9,6 

314< 

214 

Etats-Unis — U. S. A. . 

1S9.0 

14S,6 

94 

119 

147 

125 

Argentine 

12,0 

16 1 

7,1 


171 

149 

Australie — Australia . 

7,5 

9,2 

4,7 

6,3 

160 

146 

Autres pays — Ollier 







countries 

• 

134,0 

160 5 






1 Source : International Institute of Agriculture. 

1 Not including U. S. S. R., China and Turkey (for post-war period, Palestine, 
Syria and Lebanon, Iraq also excluded). 
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Table VII. 

Changes in the Quantum of Imports and Exports of 
Twenty-five Countries in 1930. 

(1929 = 100.) 


Importations Exportations 
Imports Exports 


Algerie - — Algeria 99 118 

Allemagne — Germany 90 96 

‘ Chine — China 89 82 

Danemarlc — Denmark 113 112 

Estonie — Estonia 89 97 

Etats-Unis d’AmSrique — U. S. A. . . 85 82 

Finlande — Finland 91 89 

France 108 89 

Indes nderlandaises — Netherlands Indies 84 117 

Italie — Italy 92 95 

Lettonie — Latvia 96 106 

Nouvelle-Zelande — New Zealand . . 89 104 

Royaume-Uni — United Kingdom . . 97 83 

Tchecoslovaquie — Czechoslovakia . . 92 96 


Union Sud-Africaine — Union of S. Africa 81 86 
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Table \ HL 

Ciungcs in Qi xntem of Um>l of Three. Coln-trses in 
1029 and 1930 (*\ Classes of Commodities) 

(1D2S = 100) 


j Deportations 

I t iporta- 1 " 5 * 

| In pert* l 

| Expert* 

» IJ2J , ISM 

[ jjC9 J 1930 


ftayaLmt-lm — United kingdom j S » 

1 Dianes altmcnUurcs, boissons et 1 ! I » 

taboos — Food drmh. and tobacco 10331 104,' 9 112,9 lw, 

2 M&Ueres premieres ct articles en I j 

manure partie non naaufacturcs . I 

— Haw materials and articles | , 1 

mainlv unmanufactured , tll.lt 99,81112,9 »•* 

3 Vrticlcs caticremcnt ou en majeurc 

partie manufaclurds — Articles, , | . 

whollv or month manufactured ' 101,4 j 101,5] 101,3 M, t 


imports) J 

105,9 

103,4 

b) Total (importations 5 compns les 



reexportations) — Total (Imports j 
including re-exports) 

105,0 

102,1 

Reexportations — Re-exports 

96,7 

i”- 7 


Table VIII ( continued ). 


Changes in Quantum of Trade of Three Countries in 
1929 and 1930 (by Classes of Commodities) ( continued ). 

(192S = 100.) 



Importations 

Imports 

Exportations 

Exports 


1929 

1930 

1929 

) 1930 

France 

1. Objets d’alimentation — Food- 
stuffs 

110,1 

115,2 

95,7 

98,2 

2. Matieres necessaires a l’industrie 
— Industrial materials 

109,2 

112,6 

96,7 

90,0 

•3. Objets fabriqu6s — Manufactured 
products 

136,2 

170,5 

100,6 

86,3 

Total 

t 

114,6 

123,3 

99,3 


Allemagne 1 — Germany 1 ; 

1 . Animaux sur pied — Live animals 

. 

103,7 

■ 

i 

S5,4 

l 

104,3 

438,3 

2. Produits alimentaires et boissons 
— Food and drink 

93,5 

85,5! 

124,3 

105,5 

3 . Matieres premieres et articles semi- 
manufactures — Raw and semi- 
manufactured goods 

99,6 

90,2 

109,1 

101,5 

4. Articles manufactures — Manu- 
factured articles 

91,6 

77,4 

111,1 

106,8 

Total des marcliandises — 
Total merchandise 

96,4 

86,5 

111,3 

106,3 


Exports include reparations in kind. 




















I-.iafs f ms J \inwqur L S l 

1 Milurts pn.mil res Lrudi in itcruls 

2 Prodmt*. dniunUin* bruts Crude 
foodstuff* 

3 Pro luus iliHunl-uns manufactures 
— Manufactured foolslufls 

4 Proiluits sum mumfacluns - buui- 
manutactun 0 

5 Pro lulls fiuu. — i i rushed manuf »c- 
lures 

Total 


Impoiuilvas 

l np«W J tipMl* 

■"lma i l r ‘VJ j 192J J 


llK»3 f*8d ts3 -i bl.l 
0 S 0 72 ,“ OUijG 07 
101 l 72,2103 9j 77,9 

UuO 7“,7,101 si 7Kb 

} 

109 7 S.'Ui tliO. tLH 
107.5 715402^’ 73 2 


Iiojaume-Vnt — Intinl hingJ^m 

1 Produits nlimentaircs, boissons ct ta* 
bac — I ood, dnuk and tobacco 1 

1 

[01 2 

l 

i 

1020 

$5,9 

2. Matures premieres et articles cn nia- i 
jcun, partie non manuf iclur^s — . 

Raw materials and articles mainly j 
unmanufactured 

100 « 

7 «J 

1 12,0 

91 0 

3 Articles cnUercmcnt ou cn niajeuni 

pirtte mamiracturvs — - Articles 
whollj or mainly manufactured 

101,7 

j 

97,1 1 

99,l' 

7o 0 

a) Total (importations detneunxs dans 
lc pays) — (retained imports) 

103 5 

891 

1007 

7b 3 

f>) Total (exportations v compns les 
reexportations) — (exports including 
re-exports) 

102,1 

87,1 

1007 

78? 

Reexportations — Re-exports 

91,7 

72,5 





Table IX (continued). 

Change in the Value of Trade 
of Four Countries in 1929 .and 1930 
(by Classes of Commodities) '(continued). 
(1928 = 100.) 



Importations 

Imports 

Exportations 

Exports 


1029 

1930 

1929 

1930 

France : 

1. Objets d’alimentation — Foodstuffs 

105,0 

94,2 

97,4 

94,2 

2. Matieres n6cessaires a l’industrie — 
Industrial materials 

106,5 

88,8 

96,2 

76,4 

3. Objets fabriques — Manufactured 
products 

125,5 

141,9 

98,2 

84,1 

Total 


98,0 

97,6 

83,4 

Allemagne 1 — Germany 1 : 

1. Animaux sur pied — Live animals. 

103,4 

81,8 

117,0 

365,4 

2. Produits alimentaites et boissons — 
Food and drink 

91,3 

70,9 

112,6 

77,0 

3. Matieres premieres et produits semi- 
manufactures — Raw and semi- 
manufactured goods 

99,8 

76,3 

106,4 

89,1 

4. Articles manufactures — Manufac- 
" tured articles . 

92,6 

73,4 

110,7 

101,7 

Total des marchandises — Total 
merchandise 

96,0 

74,2 

109,8 

98,0 


Exports include reparations in kind. 














nsl+ n4+ ^1+ <ja i 






- 331 






333 




Ta?>to \» 

Ivonx Mwmns n« 1 i ouuctiom (Q nrt.rlv 
1929 100 


431 




335 


£fl 

a . 

i-j 

33 c • 

c~ £J) 

o s- tn -a 

3 >3; 

05 S'3 



ec 

3 


. & 

5 
5 


. 3 


_ £ °3 
« X j o . 
3 3 0 0 3 

i—4 E - * c_> fo-t P_i 


£ 


as 

•pj « 

O c/3 

«a>.S .2 • o 

•gis-sa^ . 

O p ^ b ai , !_ 

'§3 s -2 5 : 3 •£» « 3 , 3 : 


U3 
3 

r , '<— < 
3 X3 


OO -3* CO CO 

i'" co ^i> 


co co t> oc in co os 
c- 10 m 05 co 00 05 


05 


co co 

■ CO CO CO 


CO CO CO 

000 


05 CO t>> <N 

m co t-< o 


rl 10 05 M O 'f cf 

iv,in' 3 cocot>C 505 


HC'IhOOON'CO 
05 05 C505C5C00500 


0-1 co t-'- o 
'-< t-- co 00 


OHHOcoomin 

M 0 10 « 3 M^ 05 Q 


IOCOOWNC5COCON 
05 05 05 C5C5C50000 


0(N03l> 


l>-0030c00t>t^ 

t> XC C5 l'' t'- 05 05 


<-<<-iinincoc 5 (MiM<M 

OOC5 05 05 00 C5(Mi-i 


n'cn^ 3 coh-Nin 

000005005«H 


'di -cc< 05 in 
co co 05 


t>~OCOCOOOOC5G5 

co co r- 05 t> 00 05 05 


05 05 Ol 

co co co i-H 


coincO'cr l r^' 3 coco 

oocoi^ococoo 5 C 5 


C0in’-'O'3C5C0C0rr l 

oooocsoonw 


CO CO t^- 05 

Htooo 


«r-i' 5 <nnoro 05 
t>* CO CO O 05 05 05 05 


iH TT* ft ft 05 

00050C1 


T— l f- 05 ft 1 
OOOOh 


[>- ft t -4 cn 

co Cl 0 05 


' 3 C 5 cn'cr'cocn->~<— < 

00000000 


O O CO 05 
O O 05 05 05 


O »-< - 5 ^ O 
05 0500 


O ’C? T-l CO 
PHOCO 


COC'I'C'-UOO-ih 

OftftOOOOO 


O 05 00 <M CO 
o 05 O O o 


t— < co m in 

O’ CO 05 05 


t- C5 
O 03 


ft O 
05 T— < 


> C5 O C O o 01 CO CO 

05 05 r-< 05 O O O 05 


CONiOO^ 
05 05 o o o 


O 10 CO C5 
o i-« C5 CO 


05 O 
<M 05 


lO I> 
05 CO 


NiOI> 
05 05 l> 


r-- t"'- co co 

• 03 05 O 05 


CO 

05 


«OCN 
- 05 05 o 


o 


- co 


coo 

00 T-M 


co 


000 

05 05 05 


H(MCO^ 
> 05 05 05 05 


<M co m ^ 

05 • 05 05 O 


co 


* CO 


co 'sr 1 
coo 


CO 05 

co co 


CO rH t— ( 
O 05 00 


HHOOO 
■ 05 05 05 0 


co 

CO 


OCOH 
’ o 05 Y-i 


CO 

• o 


co 

- 1 > 


fc s * co 

C5 C5 


^ 1— I 

co co 


ClOO 

05 OO t>» 


CO WCO-^ 
-0 0005 


o 

co 


l"*" CO 05 

-NOO 


• t"- 


0 

* CO 
4-J 

* *n 

g 

. 0 

C Tf 

w g 

O ^ 



o eo <c$ 

oSHiH 


"3 

-f-a 

o 


or 


.3 w 

olp S-. C /3 r W -f -5 
3 C; o O 

»*3' 


s 

t 

42 

a 

Kl 


.2 ^ . 

S p. 

J2 S-, ij o 
O 5 ? o o 


J- 
4 -> — 2 
i/5 CJ 

3 
TO 


• g 
Sh 

s 


o 

l-*t 

ft 




w 


C/5 

p 

T3 


I 


_ Si • • ft 

ft' 3 3 

3 **-* cn ft 
ft w 3 (V) O 

O 3 — .3 ft 

cft/a 2 

_ , O 3 » 

t/J .rH rj J± 3 
3 3 3 ft 33 
3 > O 3 ft 


». o 
o g 

Cj <Ctf 




Aptil and May. 



Kdlx numbers OF P r ,ul 




337 


05 

4J 

O 


7* 

r-« 



05 

73 

O 


Cv 


73 

O 

<Ts 




O 

0 

,r a 

CO 

CJ 

O 

drink 

CO. 

ring. 


O 
S 0 

*c/5 

u 

fcfi cj 

0 

4-> 
c/3 M 

5 03 

05 ^ 
<1> ?£} 
rH 

*7 r-x 

"rt 

X 03 

.0 CD 

00 

■0 

fl 

C3 

O C> 

S «j 
'o .S 
0 ° w> 

o h s 

c 

■w 

C5 

O 

P 

73 

O 

g « u . 

3 S "^ 

2 ^ C3 S 
fl n c ^ 

0 .3 c3 

E -1 h5 


fe W 

a 

& 

u 1 — ( E~ t P-i 




50 



0 ©3 


lO CO 


CP 

OONO 

r-- 00 


O GO 


t> 

O O CO 05 

H 

co 10 


LO IO 


CO 

OCOK 

t> 00 


CP OO 


CO 

Ol'-ClC 






f— * 

O O 


CO GO 


05 

co co 0 10 

r- 0 


CO CO 


CO 

0 co 0 co 






*— < 

CO CO 


CO 0 


03 

co co 0 

t-~ aa 


00 Cl 


CP 

0 00 Cl C1 






tH 

Cl 10 


CM CO 


0 

CUOON 

I> 0 


CO 05 


05 

OBMli 

T-H 





r— ( r~H 

CO O 


CO CO 


03 

CO « CO -i* 

Co r—t 


0 0 


r-H 

0^) 05 rH r— < 

r-H 




r— f 

r~H r— < r-H 

©3 Cl 




05 

iO OCIO 

O Cl 


0 0 


Cl 

0 0 0 Cl 

rH 


TH t-h 



r-H r— 1 r-< 

©3 10 




CO 

Cl O T— 1 O 

O CO 


CP 0 


01 

COO© 



t — 1 



r— < 

w (M 


O CM 


t-H 

O C5 O CO 

0 0 


0 0 


0 

0 Cl 0 0 

T-H r— < 


t— - * T"H 


T*H 

T-H T— » r-» 

co 


©3 CO 


O 

0 55 0 00 

00 


O O 


O 

05 05 r-H CO ! 

t-H r— 3 


r~H 


t-H 

t-H t-H 

©a 10 


05 00 


IO 

r—f CO O f 

O *-* 


05 O 


05 

O Cl 0 Cl 

T— < t-H 





t~H t~< 

co 


05 ♦—< 


to 

t-H 0 co 0 

Cl 0 


05. C5 


CO 

05 00 CO 05 

T-H 






t-H O 


CO -P 



r-« CO CO ^ 



O 05 


CO 

O D-' CM CO 

t-H r*H 





H-f r-H 

00 03 


co co 


r~t 

O Cl t-H CO 

O r-r 


0 Cl 


to 

ONLOO 

▼— < tH 





T-H 

• 


1 


,—. 

1 . . . . 

• ’J5 

P 


00 

O * • 

j OH 


O 

**-5 

O 

£ 

O ' * * * 

C/5 

' 5 


^ * 


P 

S3 - * • • 

* ^ 
</} 

P 

* 2 

«s 7 ? 
0 0 


P O . 

0 CC 

1 « 2 

** 

"S s • - • • 

P Cj 

£*o - 3 ' * 

tiC 0 13 . 

"O -J3 -J - 

^ 50 
X *P 

r° 3 

c^O 

s 

O r* «/? 

C O ^ 

s 8-g 

73 

ir. 

3_ 

CC Hj O) 0 

Pc* i/5 *P 

O *H .f-X *~H 

►a a 0 cs 


<J »= 


pqpq fepqcu 




50 


i 


H 

a. 

50 

01 




. r£ ~ 

o ^ = . S 

S Sr *2 

- Cl, <3 ^ 
n 44 S •,*■» *> 
3 d to 2 >Sh £ 
3 3 </•> ,£- oi 

r%Si cT-4: 2 "o' 2 

3 'jj **+ Si 7 *i «-i 

i'Jil 5 § 2 

■i ^- 3 . K 325^ 

?§-H 2 ^ ~ r * 

IsllUc 

5 S 5 - 4 °» 5 S 

• .. >>,. --W 
3 « §n S’ 3 "® 
j H n -■S 0 0 

jgBll’Sc 

JbOP. JoDD 


3 

O 

00 


22 



Selection of Recent Publications of the Economic and Financial 
Organisation of the League of Nations 

INTERIM REPORT OF THE GOLD DELEGATION OF THE 
FINANCIAL COJDUTTEE. 

<Ser. L.o.N.P.1930.11.26.) 120 pages Price: 3/- SO. 75 
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Commission of Enquiry for European Union 

ECONOMIC DEPRESSION 
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Review oi the Economic Aspects oi Several International Industrial 
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